MANAGEMENT  SERVI CES

CHAPTER 19
GRANTS AND COOPERATI VE AGREEMENTS  MANAGEMENT

TABLE OF CONTENTS
Part 5 chapter 15 - Gants and Cooperative Agreements Management
Exhibits
Exhibit 5-19.2A Program Official Responsibilities in the Admnistration of PHS Gants
Exhibit 5-19.2B Delegation of grants Authority to the Alaska Area
Exhibit 5-19.3A Sunmary of Selected PHS and H'S Policy Issuances.. ,
Exhibit 5-19.3B Summary Reference for Legislative Mandates and Regulatory Guidances. . .
Exhibit 5-19.6A Indian Health Service Current Gants and Cooperative Agreements
Exhibit 519.7A Gants Program Announcenent Plan
Exhibit 5-19.78 Program infornation Grant Program Announcement Plan
Exhibit 519.10A Audit of State and local Covernnents
Exhibit 5-19.10B Audits of Institutions of higher Learning and Qher Non-Profit [nstitutions
Exhibit 5-19.11A Management Accountability and Control
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PART 147 - PROGRAM OFFI CI AL RESPONSI BI LI TIES IN THE ADM NI STRATI ON OF PHS
GRANTS

147.u Background and Purpose

147.1 Applicability

147.2 Appointment, Organizational Placement and Responsibilities of
Program Oficials

147.3 Functions of Program Oficials

147.4 Letter to Gantee

147.5 Qualifications for Program Oficials

147. 0 Background and Purpose

(a) The proper devel opment, funding, and managenent of grant prograns
requires the active participation of staff who are trained and experienced
in a variety of disciplines and who naintain conplementary interaction with
a wide range of scientific and business organizations. These personnel
include the program staff concerned with scientific, technical, and
programmatic topics and grants managenent staff concerned with business
managenment aspects of grant programs. C ose coordination betwen and
understandi ng of the responsibilities of these team nenbers is vital to the
achi evenent of program objectives. It is particularly inportant that the
role of the Program Official as the PHS scientific/technical official for a
particular grant, or cooperative agreement be well defined and understood.
Program  COfficials may al so be known by their functional or progranmatic
titles, e.g., Health Science Adm nistrators, Public Health Advisors, or
Project Oficers.

(b) Program Oficials and Gants Mnagement Specialists each have
necessary and conplementary roles in assuring proper stewardship of Federa
grant funds. Each is responsible for basic staff work which nust be
integrated in the decisions and actions inpacting on the selection and
continued funding of projects, yet they nust work as a team The proper
stewardshi p of Federal grant funds depends on the integrated efforts of (1)
the Program Official in determning the appropriateness and val ue of
proposals as well as establishing the provision of expertise in the
technical or scientific areas of the adnministration of grant projects and
(2) the Grants Managenent Specialist in observing the policy and the use of
good business practice in the admnistration of grant prograns for which
they are responsible.

(c¢) Throughout the entire grants process, fromapplication reviewto
cl oseout, the heads of the awarding offices nust be assured of the
appropri ateness of decisions made concerning applications and awards from
both the programmatic and adm nistrative managenent perspectives. These
officials nust rely on the advice, guidance, and recomendation of both the
program and grants managenent staff. The Program Official is a key staff
resource  for information on applications/projects. Many decisions and
determ nations, including some of the nost inportant in the adm nistration
of grant programs, can be nmade only by persons with appropriate
progranmatic expertise. Therefore, input fromProgram Officials is
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required in a nunber of areas which include, for exanple, determnations
of the adequacy of an applicant’s plans to acconplish project objectives,
the extent of a grantee’s conpliance with programmatic requirements, and
the quality and degree of a grantee’s programmatic perfornance.

(d) The purpose of this part is to ‘delineate the role of the Program
Oficial in order to ensure an appropriate degree of consistency in
carrying out those responsibilities which relate to the admnistration of
grants throughout PHS and to address the qualifications for such
individuals. This part conplenents PHS Grants Admnistration Manual
Part 101, which establishes and delineates the role of the Gants
Managenent Officer in the admnistration of PHS grants. -

147.1 Applicability

This part is applicable to all PHS grant and cooperative agreenent
programs, including discretionary fornmula, and block grant prograns. Wen
the term*grant” is used, it also includes cooperative agreenments

147.2 Appointment, Organizational Placenent and Responsibilities of
Program Oficials

(a) Program Oficials are involved in nunerous preaward and postaward
activities covering a wide range of responsibilities. It is inportant to
delineate clearly assigned responsibilities as well as a point of contact
on programmatic issues for applicants and recipients of awards.

(b)(l) Wth respect to each grant program the official who has
authority to award grants shall

(i) Cearly specify the organizational unit/personnel responsible for
performng (or seeing that someone else perforns) the functions in 147.3
bel ow.

(ii) Ensure that either the unit has staff with the expertise
necessary to perform the, functions, or that satisfactory central service or
cross servicing arrangenents are in place.

(2) “Wth respect to each grant award, the official who has authority
to award grants shall appoint a Specific Program Oficial as the person
responsi bl e for the technical/programatic/scientific aspects of each grant
to performthe functions in 147.3(d), (e) and (f) bel ow.

(3) The enphasis placed on the functions in 147.3 may vary from
program to program depending on the relative technical expertise of PHS
staff, the nature of the program the nature of the recipient organization,
the nature of the assistance relationship, the fact that some functions may
be centralized, thereby linmting the Program Oficial’s role in a
particul ar aspect of the grant process, and other factors.
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(c) Wth reference to a particular project, the Program Oficial
ordinarily relates to the principal investigator/project director of the
grantee or applicant institution. In this capacity, the Program Official
is the focal point for the technical/programmatic/scientific aspects of the
application review, negotiation, award, and admnistration of grants.

Al though the role of the Program Official is an inportant one, it is not an

i ndependent one. As a key nember of the team the Program Official shares
with others, principally review staff and the Grants Managenment Specialist,

the responsibility for the effectiveness of grant projects which fulfill

the agency’s overall objectives and priorities. ‘

(d) To assure proper balance between business managenent and
programmati ¢ considerations, Program Officials nust be placed in an
environment that is independent of those offices that are responsible for
the business management functions. Program Officials must be free to
exercise their professional judgnent with respect to their areas of
responsibility wthout undue pressures or controls. Wth such freedom
however, Program Officials have the responsibility to exercise judgment and
prudent stewardship over Federal funds in accordance with the highest
standards of professional and ethical conduct. As a mninmm Program
Oficials shall performtheir duties in accordance with the standards
listed in the follow ng paragraphs of this section.

(e) Program Oficials shall give due consideration to the
significance and inpact of their actions upon established program goals and
objectives. They shall coordinate with other responsible staff on
programmatic and technical matters and with the grants managenent staff on
all business matters which inpact on the activities of the grant-supported
project and/or application.

(f) Program Oficials shall carry out all functions for which they are
responsi ble with due professional care, fairly and objectively, and in a
tinely and consistent manner. Special care nust be taken to ensure that
the Federal Enployee Standards of Conduct are followed and no person or
organi zation is provided information that is not available to the public.

147.3 Functions of Program Oficials

(al Program Oficial functions may be categorized either as general
programmatic duties or specific responsibilities in conjunction with the
admnistration of a grant. Paragraph (b) bel ow discusses the general
programmatic duties: paragraphs (c) through (f) discuss the specific grant
admnistration responsibilities. A's stated above, these functions may vary
from awardi ng conponent to awardi ng conponent.

(b)- Ceneral Programmatic Duties. The Program Oficial has a mgjor
role in the devel opment of program regul ations, guidelines, and application
i nstructions.

(1) Under the direction of the head of the awarding office,
establishes or participates in the establishment of goals for new prograns
or activities and plans of action for inplementation. This may include

147-3 (9/1/88)



t he devel opment of new grant programs in response to |egislation or changes
in grant program enphasis and priority. The devel opment of new or changes
in existing grant programs are inplenented through the issuance of

regul ations and program announcenents

(2) In order to obtain conpetition for financial assistance to the
maxi num extent practicable, assists in the devel opnent and w de
di ssem nation of program announcenments and other information to stinulate
interest and ensure a fair opportunity for response among qualified
appl i cants. o

(3) In connection with cooperative agreements, the Program Oficia
assists in identifying the substantial Federal involvenent. This
i nformation nmust be included in the program announcenents, when published.

(c) Stinmulation of Applications

(1) Where appropriate for highly focused activities, initiates
meetings with organizations and/or potential principal investigators to
explore the potential for devel opnent of grant applications. Wen such
meetings are held, Program Oficials nust be careful that they do not
confer a conpetitive advantage by providing information to any one entity
which is not available to all potential applicants or to the public.

(2) Upon request, provides technical assistance, as appropriate, in
the devel opment of applications. This technical assistance may include:

(i) Providing advice on the devel opnent of the project plan, including
goal s, objective setting, task delineation, staffing patterns, scope of
services, program management systems, etc., as necessary. The applicant
must be cautioned, however, that the ultimate responsibility for preparing
a neritorious application is the responsibility of the applicant. The
final application nust be found meritorious by objectivel/peer reviewers
whose viewpoint may differ fromthat of the Program Oficial.

(ii) In close coordination with the Gants Managenent Speciali st,
providing general information on business nanagement policies and referring
to the grants managenment staff, for appropriate action, requests for
information on budget formulation, financial systens, personnel systens,
property managenent, conpletion of business itens on the application
etc., that may have been addressed to the Program Oficial, together with
any necessary reconmmendations based on the scientific or technica
programmati ¢ aspects invol ved.

(iii) Providing guidance to applicants on possible |inkages wth other
resour ces.

(ivl For progranms which require a preapplication, providing
preapplication reviews in order to determne the appropriateness of the
proposal to the solicitation topics, the inclusion of required activities,
i f any, and project plan conpliance with programregul ation and gui delines.
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(V) Providing explanations of programmatic requirenments, regulations
gui del ines, technical evaluation, and funding criteria

(d) Application Review Preaward Activities. The Program Oficia
serves as a primary program resource to the objectivel/peer review
conmttee, e.g., study section, and perforns the activities listed bel ow
however, the functions may differ in those PBS agencies which use a
centralized organizational conponent for review

(1) As necessary, responds to questions raised by the review commttee
regarding program policy, goals and objectives, specific areas of need, and
ot her relevant program issues.

(2) Provides comments or raises concerns which should be brought to
the attention of the decision-making official and the persons responsible
for negotiating the final award.

(3) As appropriate, explains to the applicant any programmtic
deficiencies-in the grant application identified by the review commttee.
Provi des technical assistance to unsuccessful applicants in order to assist
themin revising their applications for resubm ssion.

(4) Assists in assuring that the budget, financial plan, and all
busi ness admi ni stration aspects of the application reflect project needs
and program requirements.

(5) Assists the Gants Minagenment Specialist in the negotiation wth
the prospective recipient of the grant budget, particularly in technical
matters.

(6) As appropriate, works with the applicant to ensure that any
programmati c concerns/comrents (e.g., human/ani mal subjects) identified in
the review process are resolved prior to award and recomends speci al
conditions, if necessary, for inclusion in the award docunent.

(e) Postaward. Because of the need to present a uniform and
consistent position to grantees, nost postaward activities involve a
particularly close coordination between program and grants nanagenent
staff. Although activities listed below are presented in terns of Program
Oficial responsibilities, there needs to be a team approach wth
appropriate collaboration and exchange of information between Program
Oficials and Gants Mnagement Specialists. The Program Oficial:

(11 Provides direct consultation and assistance to grantees
concerning programmatic or technical matters as requested.

(2) Conducts site assessnents as warranted by program or project needs
or as requested by the grantee to substantiate progress and conpliance wth
| aws, regulations, and policies.

(3) Evaluates all projects for programatic performance, progress, and
any changes (e.g., in nethodology), utilizing information gathered from on-
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site reviews, review of financial, progress and other reports
correspondence, and other sources. ldentifies potential or existing
programmatic or business managenent problens and shares with appropriate
staff information and/or findings concerning those problems. Participates
with other staff, as appropriate, in the resolution of those problens and
recommends actions for the resolution of the problen(s).

(4) Serves as focal point for responding to technical and
programmatic correspondence fromthe grantee.

(51)Provides input to grants management staff on correspondence from
grantees on business nmanagenment issues.

(61 Provides information as to whether or not special programmtic
conditions placed on the award have been met and should be rel eased or
other action taken

(7) Assists in assuring that grant project expenditures are in
accordance with law, regulations, and grants policy.

(8) Thoroughly docunents all on-site reviews and discussions with the
reci pient which may influence the admnistration of the project in the
awarding office’s official grant file, which is nmaintained by the Gants
Managenent O fice.

(9) Conmunicates regularly with any other program staff having
responsi bility for various aspects of the programto keep apprised of the
progress of individual projects and of issues which need resolution.

(10) Assists the recipient, where appropriate, with respect to the
devel opment of an action plan for the, conduct of subsequent years of the
grant project, including the review of the technical aspects of any
requests for extension of the final budget period.

(rl) Provides input to grants nmanagenment staff on requests for any
, rebudgeting or other actions which require PBS prior approval

(f) Coseout. The Program Official shall provide assistance to grants
managenent and other Federal personnel in the closeout of the project
i ncluding, but not necessarily limted to, a review and/or evaluation of
the final progress report, publications, invention statenments, and other
required reports.

147.4 Letter to Grantee

A letter or other notice should be provided to each grantee at the tine
of the award, designating both a technical/programatic contact (Program
Oficial) and a business representative (Gants Minagement Specialist) as
contact persons for the grantee. The letter should provide information on
the responsibilities of each. For exanple, the Program Oificial’s
functions woul d normally include responsibility for monitoring, providing
technical and programmatic assistance, and reviewing the project relative
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to all scientific, technical, and programmtic aspects while the business
representative will normally be responsible for business adm nistration of
the project and resol ving nonprogrammatic questions.

147.5 Qualifications for Program COfficials

The selection of individuals by awarding offices to serve as Program
Oficials is a very inportant aspect of grants administration. Gven the
diversity and conplexity of PBS grant prograns, it is vitally inportant
that people selected to serve in this role have the qualifications,
character, and ethics to exercise good stewardship over the Federa
resources involved in a manner which avoids an actual or apparent conflict
of interest. It is the responsibility of awarding offices to select
i ndi vi dual s who are experienced and who have, or will soon acquire, the
training, education, and technical know edge necessary to perform these
functions and responsibilities. The followi ng factors shall be given
speci al consideration

(a) Formal education or special training (including Governnent
conducted or sponsored courses) in both the progranmatic area for which the
individual will serve and in the functions and responsibilities of Program
Oficials

(b) Know edge of applicable |aws, regulations, and policies.
(cl Know edge of the awarding office goals and priorities for the

program and the funding nmechani sns available so that technical assistance
provided will be focused
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s _-—/ 1)DEPARTMENT C  HEALTH & HUMAN SERVICES Public Health Service
o § :

Y -

*,

Indian Health Service
Rockville MD 20857

NOV 1 1993
TO Director
| Al aska Area
FROM Acting Director of Headquarters Qperations

SUBJECT:  Delegation of Gants Authority to the A aska Area

AUTHORI TY DELEGATED AND TO WHOM

1. Pursuant to the authorities delegated to the Director of
Headquarters (perations by the Director, Indian Health
Service (IHS), as specified below, | hereby delegate to the
Director,. Alaska Area-1HS, the authorities to make grants

e
within the A aska Area, 'as authorized by the follgmnng | aws;
with restrictions as noted bel ow

Public Health Service Act. Title I1l. General Powers and
duties o u@llc eal th _Service

Del egated to Lrectar of Headguarters by the Director
Phoaled RRrthe Bheete ! g

=

uthority under Section 301 (42 United States Code 241)
elative to research, investigation, and functions.
i

e

ub |% Law %3-538. Indian Self- rmpation and E tion
assistance Act, as amende

Del egated to the Director of Headquarters Qperations by the
Director, IHS, on OCT 29 1993 .

eotion 1080

o

|), except construction, and (2);
) and :

public |aw 94-437. Indian Health Care Inprovenent Act, as
anended

Del egated to the Director of Headquarters Qperations by the
Drector, IHS on Cct 29 1993

Section 110, Tribal Recruitment and Retention Program
Section 208, Health Services Research

Section 209{k), Mental Health Denonstration Gants Program
(limted to one grant)
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Page 2 - Director

Al aska Area
Section 209(m, Internediate Adol escent Mental Health
Services . . . . .
Section 214(b), Epidemniological Studies of Indian
Communi ties

Section 216, Indian Youth Gant Program

Section 404, Access to Health Services .

Section 703, except for subsection (d)(2), Indian Wnen
Treat ment Progrand

Section 708(a), Fetal Alcohol Syndrome and Fetal Al cohol
~ Hfect Gants

Section 713, Alaska Native Drug and Al cohol Abuse
Denonstration Program

Section 818(a) , Denmonstration Projects for Tribal Minagement
of Health Care Services

BEDEL EGAT] AND RESTRI CT|

2. The authorities in paragraph. 1. above for admnistrative
responsibilities nmust be redelegated to the Executive
Oficer, Alaska Area IHs -for further redel e&at,l on through
proper nanagenment channels, to the Director fice of Awards
and Admnistrative Services; A aska Area I'HS_ who Shall be

Area Grants Management Officer (AGMD). These authorities

to be exercised for the purpose of the reinvention

oratory prO{ ect at the Al aska Native Medical Center and

| npl ementation of an Area-wi de grants program

—

nts admnistrative reaponsibilities are delineated in the
lic Health Service (PBS) grants Administration Mnual
"Grants Management Offrcer ResponsibiTrires,” and

inthe Indian Health psnual part 5 Chapter 20, "G ants—amd Agreenents"

3. The programmatic authorities for the sections listed in
paragraph 1. may be redelegated to one or nmore officials who
report directly to the Area Director and who have the
necessary know edge of and expertise with the specific grants
authorities in paragraph 1. Gants progranmatic
responsibilities are delineated in the PHS Gants

é%m_mj_ﬁmn_&&pual, Part 143 "Program Oficral 1/
sponsibrlitreS, ™ and in the Indian Health Manual Chapt er
5 Part 20,"Gants and Agreenents” Program offrcials nust
ensure that program specific requirements are adhered to.

Del egated grant authority shall include all Area-specific
grant prograns. The Al aska Area grant authority does not
contain any dollar limtations; however, monies for award of
Area-specific grant programs must come from Area funds.

1/ Part 5 Chapter 19, "Gants and Cooperative Agreenents Managenent."
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Page 3 - Director
Al aska Area

5.  The AGMO nust conplete a minimumof 5 Of the 7 Health and
Human Services (HHS) Grants Training Courses (total 13 days)
within 6 nonths of his/her del egation. In addition to the
five mandatory HHS grants courses, the AGVD nust attend a 5-
day grants operations and procedures training session
sponsored by the Chief G ants Managenent Oficer, |HS.

| NFORMATI ON AND GUI DANCE

6. For purposes of this grant authority, the Al aska Area G ants
Ofice is hereby designated a satellite grants office of the
IHS Grants Managenent Branch, Division of Acquisition and

G ants Operations, Ofice of Adm nistration and Managenent.
The Chief Gants Managenent O ficer, |IHS, has been

desi gnated, by separate delegation, as the Gants Techni cal
Manager for oversight of satellite grants offices.

These authorities shall be exercised in accordance with
| egislative, regulatory, policy, and procedural provisions,

i ncluding those under the HHS G ants Managenent Manual, a n d
PHS and I HS suppl enents or instructions thereto.

PRI OR DELEGATI ONS

7. This del egation supersedes the Septenber 29, 1993, Del egation
of Authority menorandum to the Director, Al aska Area, from
the Director, IHS, subject: Delegation of Grants Authority
to the Al aska Area.

EFFECT| VE DATE

8. H s delegation of authority IS effective upon date of

signature.
i _i"' o

Bill F. Pearson, P.B. ,E E
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SUMVARY OF SELECTED PHS AND | HS PQOLI CY
| SSUANCES REGARDI NG GRANTS AND COCPERATI VE AGREEMENTS

. . chapter 19
For mat Exact Titl e/ Subject Date |ssued Status as of Reference h
04/ 30/ 95 Section
HHS Quide |[Gants Mnagenment 12/ 00/ 91 Remains in Section |-
Systens Review Guide Effect as a Management
Suppl ement to Control |ssues:
chapter 19. Management

Control Review
Met hodol ogy and

the Federal
Manager s*
Fi nanci al
Integrity Act.
PHS Manupl PHS . 07/ 01/ 86 Remains in Al'l Sections.
Adm ni stration Manual |(1ncludes Effect as a
revisions of Policy Directive
selected Suppl enent to
sections since chapter 19.
1986. )
PHS Policy |PHS Gants Policy 04/01/ 94 Remains in Al'l Sections.
Statenment | Statenment (Mbst recent Effect as a
revision.) Policy Directive

Suppl ement to
chggter 19.
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, , chapter 19
For mat Exact Titl e/ Subject Date |ssued Status as of Ref erence &
04/ 30/ 95 Section
| HS Manual |Training Mnual 01/ 16/ 84 Remains in use None.
[vice as a Tralning
Grants Operations and Manual , but
Procedures various Sections
are now
outdated. Not
revised or
updated after FY
1984,
| HS Manual |[IHS Post Award_Gants00/00/93 Remains |n use  Section [9--Post-
as a Quide for Awar d .
Administration Post Award Admi ni stration.
Training for Indian Admi ni stration:
Health Service Updat ed
Grantees annual | y.
August 1993 - July
1994
| HS Del egation of Gants 11/01/93 Remains in Section 2--
Menorandum |Authority to the Effect as a | Authorities and
Al aska Area. Pollcy Directive |Responsibilities
Supplenent to
chapter 19.
| HS Del egation of G ant 05/ 04/ 94 Renmains in Section 2--
Menor andum [Aut hority Effect as a Authorities and

Policy Drective
Suppl ement to
chapter 19.

Responsibilities
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SUMVARY REFERENCE FOR LEGQ SLATI VE MANDATES
AND REGULATCRY GU DANCES THAT CONCERN
| HS GRANTS AND COCPERATI VE AGREEMENTS

LEGISIATIVE MANDATES

A. Program Authorities

P.L. 93-638, as anended, Indian Self-Determnation
and Education Assistance Act, specific grants and
conpact authorities;

P.L. 94-437, as anended, Indian Health Care
| mprovement Act, specific grants authorities;

P.L. 101-630, as amended, Indian Child Protection and
Fam |y Violence Prevention Act, specific grants
authorities;

P.L. 78-410, as amended, Public Health Service Act,
specific grants authorities.

B. Appropriation and Admnistrative Authorities

e
|
|

- o o

Current Appropriations Act;

5 US Code 551, Admnistrative Procedures Act;
P.L. 101-121, sec. 1352, Limtation on Lobbying;
P.L. 99-509, Program Fraud Gvil Remedies Act;
18 USC 287 and 1001, False Clainms Act;

P.L. 9-23, Freedom of Information Act;

P.L. 93-579, Privacy Act;

If'gléz,- 103-277, sec. 1041-1044, Pro-Children Act of

P.L. 94-168, Metric Conversion Act of 1975, as
anmended by P.L. 100-418, the Owmibus Trade and
Conpetitiveness Act of 1988;

31 USC 1341-1351, Anti-Deficiency Act;

Executive Oder 12372, Intergovernnental Review of
Federal Prograns.
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PART Il -- REGULATORY_GI DANCES.
A Program Regul ations:
0 42 CFR Part 36, Subpart H Gants and Contracts for
Devel opment, Construction, and Qperation of Health
Facilities and Service

0 42 CFR Part 36, Subpart J, Indian Health Care
| nprovenent Act Prograns

B. Admnistrative Regulations:
e 45 CFR Part 74, Admnistration of Gants;
e 45 CFR Part 92, Uniform Admnistrative Requirenents
} for Gants and Cooperative Agreements to State and
Local Governments;

o 42 CFR Part 50, Subpart D, PHS Gants Appeals
Procedure;

e 45 CFR Part 16, Department Gants Appeals Procedure;

e 45 CFR Part 100, Intergovernnental Review of PHS
Prograns;

e 45 CFR Part 76, Debarment and Suspension from
Eligibility for Financial Assistance;

e 45 CFR Part 46, Protection of Human Subjects;

e 45 CFR Part 30, Subpart B, HHS Qains Collection
Regul at i ons.

C. Non-Discrimnation Regulations:

0 45 CFR 80, Nondiscrimination Under Progranms Receiving.
Federal Assistance;

o 45 CFR Part 84, Nondiscrimnation Based on Handi cap;
o 45 CFR Part 86, Nondiscrimnation Based on Sex;
o 45 CFR Part 91, Nondiscrimnation Based on Age;
0 45 CFR Part YY, Indian Preference.
D. OMB Circulars:
e A 89, Catalog of Federal Donestic Assistance;
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e A102, Uniform Admnistrative Requirements for Gants
and Cooperative Agreenents to State and Local
Gover nnent s;

e A-110, Uniform Admnistrative Requirenments for Gants
and G her Agreenent with Institutes of H gher
Education and QG her Nonprofit O ganizations;

e A87, Cost Principles for State and Local Governnents
(including Indian Tribes);

e A21, Cost Principles for Educational Institutions;
o A122, Cost Principles for Nonprofit O ganizations;

e A 128, Audits for State and Local Governnents
(including Indian tribal governments);

o A 133, Audits for Institutions of H gher Education
%n_db %her Nonprofit Organizations (including Indian
ribes) ;

e A129, Policies for Federal Credit Programs and Non-
Tax Recei vabl es.

F. Ireasury Circular:

0 Grcular 1075, Wthdrawal of Cash from Treasury for
Advances under Federal Gant and Qher Prograns.

F. Gher_Drectives Qurrent _at Tine of Award:
0 GAO Government Auditing Standards;
0 HHS and PHS Grants Adninistration Mnuals;
0 PHS Gants Policy Statenent.
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Manual  Exhibit 5-19.6-A

CURRENT GRANT AND COCPERATI VE AGREEMENT

EY 1994 AWARDS
(a? Esti mat e((?) FY 1994
Progfam Awar d
Total s
1. Adol escent Health Centers for American
| ndi ans and Al aska Natives $ 436, 200
2. Adol escent Health Services: Tribal 0
Denonstration Projects
3. Devel opment Gants for Indian Health 22,271,500
Services for Indians
4, Eval uation of Tribal Mnagenent of 255, 100
Heal th Services for |ndians
5. Feasibility Studies: Tribal managenent 558, 100
of Indian Health Services
6. Health Professions Recruitment and
Placement for Indians (Cooperative 573, 800
Agreenent s)
9. | ndi an Heal th Personnel --Training 1,523, 500
8. Indian Child Protection and Child 200, 000
Abuse
9. Indian Health Service Research Program 62, 900
10.  Mental Health Managenent Devel opnent 463, 400
Program
11.  Planning and Evaluation Gants:
Federal Prograns for Indian Health 52,000
Servi ces
12.  Planning Gants: Tribal Mnagenment of 900, 000
Heal th Services for |Indians
13.  Research and Denonstration Projects on
Indian Health (Cooperative Agreements) 498, 600
14, Tribal Recruitnment and Retention of 459, 000
Heal th Professionals
I'ndran Heal Th Manual (10701795) TN 95-14



Manual Exhibit 5-19.6-A

(ga) Est i mat e(cp) FY 1994
Progfam Awar d
Total s

15.  Tribal Recruitment and Retention of
Heal th Professionals (Cooperative 0
Agr eenent s)

16. Tribal Self-Governance negotiation 300, 000
(Cooperative Agreements)

17,  Tribal Self-CGovernance Pl anning 864, 600
(Cooperative Agreenents)

18.  Urban Indian A cohol and Substance 6, 203, 600
Abuse Services

19.  Urban Indian Health Services 866, 200

20. Urban Indian Mental Health Services 118, 000

21.  Health Professions Pregraduate 1, 887, 300
Schol arships for Indians

22.  Health Professions Recruitment Program 2,702,900
for Indians

23.  Indian Heal th Schol arshi ps 8, 965, 000

24. Indian Health Service Loan Repaynent 11, 054, 500
Program

25.  Matchi n% Gants to Indian Tribes:
Keal th Professions Schol arship Program 56, 000

26. Preparatory Schol arships for Indians 2,158, 400

TOTAL: $ 63, 765, 300

™ U5-14 ( 107 01795) I ndi an Heal th Manual
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A88YICy,
» ’ L3

—/é- DEPARTMENT OF HEALTH & HUMAN SERVICES Public Health Service
(/ R Indian Health Service

Rockville MO 20857

g,

Lt

DATE: April 3, 1995
TO See Addressees Bel ow
FROM Acting Director

D vision of Acquisition and Grants Qperations .,
SUBJECT: G ants Program Announcenent Plan - , ACTION

In Septenber 1992, the O fice of the Assistant Secretary for
Managenment and Budget SOASI\/B) instituted a requirement for a Gant
Program Announcenent Plan (see attached format and instructions).
The plan is to be updated annually with the Fiscal Sear 1996 plans
due to the Public Health Service on April 24, 1995.

If you anticipate announcing a conpetitive grants program for next
fiscal year (1996), please fill in the information requested and
fax your conpleted plan to the Grants Managenent Branch (GvB) by
COB April 20, 1995. Qur fax nunber is (301) 443-9602.

The GMB will continue to assist program offices wth the
devel opnent of new announcenents as well as to provide the
necessary GWB cl earance of all program announcenents for |ndian

Heal th Service prograns. Pl ease contact me when you know that
funding will be available so that we can begin advance planning and
work on the announcenent. Program offices are responsible for

coordinating directly with Ms. “ Betty Penn, Chief, Regulations
Branch, O fice of Planning, Evaluation, & Legislation, for IHS
cl earance of the draft docunent and for final publication of the
announcenent in the Federal Resister.

If you have any questions, please contact ne on (301) 443-5204.
/l?;/l %“/— [:/'/.:41;.‘7,@(/
< BREY FATpanfiex
Cronts Sdbsdiic o mdona@ffk,
M Kay Carpentier

Attachnents

Addr essees:
Al AssCciate Directors
Director, |HS Headquarters West
Director, Diabetes Program HQ West
Director, Division of Comunity Services, OTA
Drector, Division of dinical and Preventive Services, OHP
Drector, D vision of Environnmental Health, OEHE

N 95- 14
(10/ 01/ 95)



Manual Exhibit 5-19.7-A

Page 2 - Grants Program Announcenent Plan - ACTION
Addr essees

Director, Division of Facilities Planning & Construction. OEHE

Director, Division of Medical Systems Research & Devel opnent,
HQ West

Director, Division of Nursing, OHP _

Director, Division of Health Professions Recruitnent &
Training, OHR

Chief, Mental Health Prograns Branch, HQ West

Chief, Al cohol & Substance Abuse Program HQ West

Chi ef, Scholarship Branch, OHR

Chief, Health Manpower Support Branch, CHR

Chief, Special Initiatives Branch, CHP

Mat ernal and Child Health Staff, OHP

Chief, Regulations Branch, OPEL
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HES Gant Program Announcement Plan: Agencv |nformation

This form serves as a cover ﬁage to the entlre packag?e which is submtted to the
Division of Gants Policy and Oversignt (DGPQ). It to be filled out by the OPDIVISTAFFDIV
Gants Cfficer and duly signed. in addition, a comTents section is available for noting any
issues that should be brought to the attention of ASMB.

HHS Gant Program Announcement Plan: Proqgram |nfornation

This formis used to report data on all discretionary grant program announcements that
are planned for funding during the current reporting period. For each grant program the
following information is required:

0 Program Title and CFDA# - Full name of grant .rogram and| s assomated
Catal og of Federal Domestic Assistance Nurrber . 93,xxx) If the CFDA
nunber I's not yet know, sinply denote “Pending” af ter the programs itle.

0 Program Type -

a) New Award? - Indicate whether the announcenent is for a newy
authorized program in its initial award year. Appropriate responses are
] YeSH Or ] ,\b” i

b) Standing Announcenent? - indicate whether the program qualifies as a

and| ng program announcenent (e.?., publlshed once in the Eederal

and updated only if the information changes, or has a repeating
conpetition cycle perforned two or nore times a year]. Appropriate
responses are “Yes" or “No”.

cl Secretary’s Priorit K -Indicate whether the program has been designated
as a priority by the HHS Secretary. Appropriate responses are “Yes" or
] Noil.

I+, Estimtes for Reporting Period -
al Total Dollars - The total amount of fundi n% desi gnated or the grant
program Data should be reported in full dolfars (i.e., $1 ooaooo not
$1.0. Also, if multiple award dates are planned, this flgure mist be

di saggregat ted accord ngly.



Manual  Exhibit 5-19.7-A

b) Nunber of Awards - The total number of awards planned for the grant
Brogram Also, if miltiple award dates are planned, this nunber nust

e disaggregated accordingly.

cl Date - The exFected dates of announcenent publication in the Federal
Resister and tormal award of the grant. Responses should be fornatted
midd/yy (e.g., 01/01/94); if day is not known then report i4t as 30.

d) Significant Changes? - Indicate whether any changes, relative to the
prior year, were made in the grant program Mbre than one response
may be coded. Appropriate responses include:

No change

+ 5% increase in funding

-5% decrease in funding

Budget period

Project period

Number of grants

Qiteria for selection or eligibility

ooOoThhwWND—O

Please note that all of these colums must cowan data. In case of inconplete or inconsistent
data, the person signing this form (see header area) will be contacted to clarify the
di screpancy.

* % Questions concerning either of these forns should he direcied to Suzanne
Neill (690-573 1). of the Division of Gants Policy and Oversight, ASMB

.- Page 2 -




S : 3
_ Propram Title:and CFDA# - oolication; 0+ ¢
ABC Discretionary Grant (93.000) 1 0,000,000 & 50Q 10/01/94 | 09/30/95 o
XYZ Discretionary Grant (93.999) $ 200,000 | @F 05/15/94 12/01/94 2,6
$ 200,000 5 07/15/94 04/01/95
$ 200,000 7 01/15/94 08/01/96
/\_\:c
TN 95-14
(10/01/95)

ISignificant Changes: 0) No Change; 1) +5% increase in funding from prior year; 2) -6% decrease in funding from prior year; 3) budget period;
4) project period; 5) number of grants; 6) criteria for selection or eligibility.

ASMB 353



off

TN 95-14
(10/01/95)

'Significant Changes: O) No Change; 1) +5% increase in funding from prior year; 2) -5% decrease in funding from prior year; 3) budget period;
4) project period; 5) number of grants; 6) criteria for selection or efigibility.

ASMB 3/93
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@.\ EXECUTI VE OFFI CE OF THE PRESI DENT ual EXhI D!

T OFFI CE OF MANAGEMENT AND BUDGET
g WASH NGTON. O.C. 20603
April 12, 1985 Cl RCULAR No. A-1128

TO THE HEADS OF EXECUTI VE DEPARTMENTS AND ESTABLI SHVEHTS
SUBJECT: Audits of State and Local Governnents.

1. Purpose. This Circular is issued pursuant to the Single
Audit Act of 1984, P.L. 98-502. |t establishes audit requirenents
for State and |ocal governnments that receive Federal aid, and
defines Federal responsibilities for inplenmenting and nonitoring

t hose requirenents.

2. Supersession. The Circular supersedes Attachnment P, "Audit

Requirenents,”™ of Grcular A-102, "Uniform requirements for grants
to State and l|ocal governnents.*

3. Background.. The Single Audit Act builds upon earlier efforts
tb inprove audits of Federal aid programs, The Act requires State
or local governments that receive $100,000 or nore a year in
Federal funds to have an audit nade for that year. Section 7505
of the Act requires the Director of the Ofice of Mnagenent and
Budget to prescribe policies, procedures and guidelines to

i mpl ement the Act. It specifies that the Director shall designate
"cogni zant' Federal agencies, determine criteria for naking
appropriate charges to Federal prograns for the cost of audits,
and provide procedures to assure that small firnms or firnms owned
and controlled by disadvantaged 'individuals have the opportunity
to participate in contracts for single audits.

4. Policy. The Single Audit Act requires the follow ng

a. State or local governnents that receive $100,000 or nore
a year in Federal financial assistance shall have an audit made in
accordance with this G rcular.

b. State or local governnents that receive between S25, 000
and $100, 000 a year shall have an audit nmade in accordance wth
this Crcular, or in accordance with Federal laws and regul ations
governing the prograns they-participate in..

60) State or local governnents that receive less than
$25,000 a year shall be exenpt from conpliance with the Act and
other Federal audit requirenments. These State and | ocal
governments shall be governed by audit requirements prescribed by
State or local |aw or regulation.

N 95-14
(10/01/95)



3. Nothing in this paragraph exenpts State or |ocal
governnents from maintaining records of Federal financial
assi stance or from providing access to such records to Federal
agencies, as provided for in Federal law or in CGrcular A-102,
"Uniform requirenments for grants to State or |ocal governnents.

5. Definitions. For the purposes of this Crcular the follow ng
definitions from the Single Audit Act apply:

a. "Cogni zant agency" neans the Federal agency assigned by
the Ofice of Managenent and Budget to carry out the responsibil-
ities described in paragraph 11 of this Grcular.

b. "Federal financial assistance" neans assistance provided
by a Federal agency in the form of grants, contract cooperative
agreenents, |oans, |oan guarantees, property, interest subsidies,

i nsurance, or direct appropriations, but does not include direct
Federal cash assistance to individuals. It includes awards
received directly from Federal agencies, or indirectly through
other units of State and |ocal governnents.

C. "Federal agency"” has the sane neaning as the term
"agency' in section SSI(1) of Title 5 United States Code.

d . "Cenerally accepted accounting principles' has the
nmeani ng specified in the generally accepted government auditing
st andar ds. ‘

e. "Cenerally accepted governnment auditing standards” neans
the Standards For Audit of Governnent Organizations, Prograns,

Activities, and Functions, developed by the Conptroller General,
dated February 27, 1981.

f. "l ndependent auditor"” neans:

(1) a State or l|ocal governnent auditor who neets the
i ndependence standards specified in generally accepted governnent
auditing standards; or ‘

(2) a public accountant who neets such independence
st andar ds.

"Internal controls" neans the plan of organization and
"method and procedures adopted by nanagenent to ensure that:

(1) resource use is consistent with laws, regulations,.
and policies; :

_ (2) resources are safeguarded against waste, |oss, and
m suse; and

(3) reliable data are obtained, maintained, and fairly
di sclosed in reports.
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h. “Indian tribe” neans any Indian tribe, band, nations, or
other organized group or community, including any Al askan Native
village or regional or village corporations (as, defined in, or
established” under, the Alaskan Native Clains Settlenent Act) that
Is recognized by the United States as eligible for the special
rograms and services provided by the United States to Indians
ecause of their status as Indians.

o “Local governnment* means any unit of |ocal governnent
within a State, including a countP/, a borough, municipality, city,
town, township, parish, Tocal public authority, special district,
school district, intrastate district, council of governments, and
any other instrumentality of |ocal government.

i "Maj or Federal Assistance Program' as defined by
P.L. 98-502, is described in the Attachnent to this Grcular.

k.~ "Public accountants" means those individuals who neet
the qualification standards included in generally accepted
goa/_ernrrent auditing standards for personnel performng governnent
audi ts.

_ 1. "State" means any State of the United States, the _
District of Colunbia, the Commonwealth of Puerto Rico, the Virgin
| sl ands, Guam. Anerican Sampa, the Commonwealth of the Northern
Mariana |slands, and the Trust Territory of the Pacific Islands,
any instrumentality thereof, and any nulti-State, regional, or
|ntgrstate entity ‘that has governnental functions and any Indian
tribe.

m "Subrecipient" neans any person or governnent
department, agency, or establishnent that receives Federal
financial assistance to carry out a program through a State or
| ocal . governnent, but does not ,include an individual that is a
beneficrary of such a program A subrecipient may also be a
direct recipient of Federal financial assistance.

6. Scope of audit. The Single Audit Act provides that:

a. The audit shall be made by an independent auditor in
accordance wth gienerally accepted government auditing standards
covering financial and conpliance audits.

b. The audit shall cover the entire operations of a State
or local government or, at the option of that government, it nay
cover departnents, agencies or establishnents that received,
expended, or otherw se- admnistered Federal financial assistance
during the year. However if a State or local governnent receives
$25,000 or nore in Ceneral Revenue Sharing Funds in a fiscal year,
It shall have an audit of its entire operations. A series of
audits of individual departments, agencies, and establishments for
the same fiscal year may be considered a single audit.
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C. Public hospitals and public colleges and universities
may be excluded from State,and local audits and the requirenents
of this Grcular. However, if such entities are excluded, audits
of these entities shall be made in accordance with statutory
requirements and the provisions of Crcular A 110, “Uniform
requirements for grants to universities, hospitals, and other
nonprofit organizations.”

d. The auditor shall determ ne whether:

(1) the financial statements of the governnent, .
departnent, agency or establishnent present fairly its financial
position and the results of its financial operations in accordance
with' generally accepted accounting principles;

(2) the organization has internal accounting and other
control systens to provide reasonable assurance that it is _
managi ng ederal financial assistance progranms in conpliance wth
applrcable laws and regulations: and

_ (3) the organization has Conmplied with laws and regul a-
tions that may have material effect on its financial statenents.
and on each najor Federal assistance program

Frequency of audit. Audits. shall be nade anually unless the
state or Tocal governnent has, b%/ January 1, 1987, a constitu-
tional or statutory requirement for less” frequent audits. For
those governnents, the cognizant agency shall pernit biennial
audits, covering both years, if the qovern_rrent SO requests. It
shal | also honor requeSts for biennial audits by governnents that
have an admnistrative policy calling for audits less frequent
tlggg annual, but only for fiscal years beginning before January 1,

8. | nternal control and conpliance reviews. The Single Audit
Act requires that the Independent auditor determne and report on
whet her the organization has internal control s¥stem_ to provide
reasonabl e assurance that it is managing Federal assistance
programs in conpliance with applicable laws and regul ations'.

a. Internal control review In order to provide this
assurance the auditor nust make a study and evaluation of internal
control systems used in admnistering Federal assistance prograns.
The study "and evaluation nust be nade whether or not the auditor.
intends to place reliance on such systems. As part of this
review, the auditor shall

(1) Test whether these internal control systens are
functioning in accordance wth prescribed procedures.

~ (2) Exam ne the recidpi ent's systemfor nmonitoring
: subretm pients and obtaining and acting on subrecipient audit
reports.
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b. Conpliance review. The law also requires the auditor to
determ ne whether the organization has conplied with |laws and
regulations_that may have a material effect on each nmajor Federa

assi stance program

(1) In order to determne which major programs are to
be tested for conpliance, State and local governnents shal
identify in their accounts all Federal funds received and expended
and the Prograns under whi ch the¥ were received. This shall
include tfunds received directly from Federal agencies and through
other State and |ocal governnents.

(2) The review nust include the selection and testing
of a representative nunmber of charges froni each major Federa
assistance program The selection and testing of transactions.
shal | be based on the auditor’s professional 7udgnent conS|der|n%
such factors as the amount of expenditures for the program and the
I ndi vidual awards; the newness of-the program or changes in its
conditions: prior experience with the program particularly as
revealed in audits and other evaluations ?e.g., I nspections,
program reviews) : the extent to which the programis carried out
through subrecipients; the extent to which the program contracts
for goods or services: the level to, which the programis already
subject to program reviews or other fornms of independent
oversight; the adequacy of the controls for ensuring conpliance:
the expectation of adhérence or lack of adherence to the
applicable laws and regulations: and the potential inpact of
adverse findings.

_ (a) . In making the test of transactions, the
audi tor shall determne whether:

- - the amounts reported as expenditures
were for allowable services, and

_ _ -- the records show that those who received
services or benefits were eligible to receive them

_ (b) _In addition to transaction testing, the
auditor shall determne whether:

, o -- matching requirements, l|evels of effort
and earmarking limtations were net,
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, Federal financial reports and clains for
advances and reinbursements contain information that is supported
by the books and records from which the basic financial statenents
have been prepared, and

, _ anmounts clainmed or used for matching
were determned in accordance wth OMB CGrcular A-87 =«
principles’ for State and |ocal governnents,” and Attachnents of
Grcular A-102, "Uniform requirements for grants to State and
| ocal governnents.”

(c) The principal conpliance requirements of the
Iarggst Federal "aid programs may be ascertained by referring to
t he | i ance Suppl ement for Single Audits of State and Local
GoverﬁLt_nrren S, 1ssued by OVB and available irom {he Governnent
Printing Ofice. For those progranms not covered in the Conpliance
Suppl enent, the auditor nay ascertain conpliance requirements
researching the statutes, fegulations, and agreenents governing
I ndi vidual = prograns.

(31 Transactions related-to other Federal assistance
prograns that are selected in connection with exam nations of
financial statements and evaluations of internal controls shall be
tested for conpliance with Federal Jaws and regulations that apply
to such transactions.

9. Subrecipients. State or local governnents that receive
Federal” Trnancral assistance and provide $25,000 or nore of it in
a fiscal year to a subrecipient shall:

a; ,determne whether State or |ocal subrecipients have net
the audit requirements of this Grcular and whether subrecipients
covered by Grcular A-110, "Uniform requirements for grants to
universities, hospitals, and other nonprofit organizafions," have
met that requirenent;

b determne whether the subrecipient spent Federal
assi stance funds provided in accordance with applicable |aws and
regulations. This may be acconplished by reviewing an audit of
the subrecipient made in accordance with this Grcular, Grcular
A-110, or through other neans (e.g.* program reviews) if the
subreci pient has not yet had such an audit:

- C  ensure that appropriate corrective action is taken
within six nonths after receipt of the audit report in instances
of nonconpliance with Federal |aws and regulations;

. consi der whether subrecipient audits necessitate
adj ustnent of the recipient’'s own records: and

e. require each subrecipient' to permt independent-auditors
to have access to the records and financial statenents as
necessary to conply with this Grecular.
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10. Relation to other audit requirenents. The Single \Audit Act
rovides tThal an audit made rn accordance with this Grcul ar shal
e in lieu of any financial or’ financial conpliance audit required
under individual Federal assistance prograns. To the extent that
a single audit provides Federal agencies with information and
assurances they need to carry out their overall responsibilities,
they shall rely upon and use such information. However, a Federa
agency shall make any additional audits which are necessary to
carry out its responsibilities under Federal |aw and regul ation
Any additional Federal audit effort shall be planned and carried
out in such a way as to avoid duplication.

a. The provisions of this Crcular do not |imt the
authority of Federal agencies to make, or contract for audits and
eval uati ons of Federal financial assistance prograns, nor do they

limt the authority of any Federal agency Inspector Ceneral or'
ot her Federal audit official.

b. The provisions of' this Crcular do not authorize any
State or local governnent or subrecipient thereof to constrain
Fegeral agencies, In any manner, -from carrying out additiona
audits.

‘ C A federal agency that nmakes or contracts for audits in
addition to the audits nmade by recipients pursuant to this
Grcular shall, consistent with other applicable |aws and

regul ations, arrange for funding the cost of such additional
audits. Such additional audits include econony and efficiency
audits, programresults audits, and program eval uations.

11.  Cogni zant agency responsibilities. The Single Audit Act
provides fTor cognizant Federal agencies to oversee the
I npl ementation of this Grcular.

a . The O fice of Management and Budget will assign
cogni zant agencies for States and their subdivisions and |arger
| ocal governments and their subdivisions. Qher Federal agencies
may participate with an assigned cogni zant agency, in order to
fulfill the cognizance responsibilities. Snaller governnments not
assigned a cogni zant agency wll be under the general oversight of
t he Federal agency that provides themthe nost funds whet her
directly or indirectly.

b . A cognizant agency shall have the follow ng
responsibilities:

_ (1) Ensure that audits are nmade and reports are
received in a tinmely manner and in accordance mnthtt e

requi rements of this Crcular.

(2) Provide technical advice and liaison to State and
| ocal governnments and independent auditors.



_ (3) otain or make quality control reviews of selected
audits made by non-Federal audit organizations, and provide the
results, when appropriate, to other interested organizations.,

_ (41 Pronptly inform other affected Federal agencies and
appropriate Federal law enforcenent officials of any reported
|IIePaI acts or irregularities. They should also inform State or
| ocal |aw enforcement and proseputln? authorities, if not advised
by the recipient, of any violation of law within their
jurisdiction,

(5) Advise the recipient of audits that have been found
not to have net the requirenents set forth in this Grcular. In
such instances, the recipient will be expected to work with the
audit-or to take corrective action. |f corrective action is not
taken, the cognizant agency shall notify the recipient and Federal
awarding agencies of the facts and make recomrendations for
foll ow up action, Mjor inadequacies or repetitive substandard
perfornmance of independent auditors shall be, referred to
appropriate professional bodies for disciplinary action.

6) Coordinate, to the extent practicable, audits nade
by or for Federal agencies that are in additionto the audits nade

pursuant to this Grcular: so that the additional audits build upon
such audits. ,

(7) COversee the‘ resolution of audit findings that affect
the prograns of nore than one agency,

12. 1llegal acts or irreqularities. If the auditor becomes aware
of illegal acts or other 1rregularities, pronpt notice shall be

given to recipient managenent officials above the level of involve-
ment. (See also paragraph 13(a)(3) below for the auditor’s report-

ing responsibilities. he recipient, in turn; shall pronptly
notify the cognizant agency. of the illegal acts or irregularities
and of proposed and actual actions, if any. Illegal acts and

irregularities include such matters as conflicts of interest,

fal sification of records or reports, and msappropriations of funds
or other assets.

13. Audit Reports. Audit reports nust be prepared at the

conpl etron of the audit. Reports serve many needs of State and
'IA\oc(:jaIt go,\A/\e[[nrrents as well as neeting the requirenents of the Single
udi ct.

a. The audit report shall state that the audit was nade in
accordance with the provisions of this Grcular. The report shall
be made up of at |east:

(1) The auditor's report on financial statements and on
a schedule of Federal assistance: the financial statenents; and a
schedul e of Federal assistance, showing 'the total expenditures for
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each Federal assistance program as identified in the Catalog O
Federal Domestic Assistance. Federal prograns or grants that nhave
Mot Deem assigned—a catatoy nunber shall De identified under the

caption "other Federal assistance

. (2) The auditor’'s report on the study and evaluation of
internal control systems nust identify. the organization's
significant internal accounting controls, and those controls
designed to provide reasonable assurance that Federal programs are
being managed in conpliance with laws and regulations. It nust
also identify the controls that were evaluated, the controls that
were not evaluated, and the material weaknesses identified as a
result of the evaluation.

(3) The auditor’s report on conpliance containing:

. a statement of positive assurance wth respect
to those itenms tested for conpliance, including conpliance wth |aw
and regul ations pertaining to financial reports and clainms for
advances and rei nbursenents

negative assurance on those itens not tested
a summary of all instances of nonconpliance: and

. -- _an identification of total anounts questioned,
i f any; for each Federal assistance award,. as a result of
nonconpl i ance.

. b. The three parts of the audit report may be bound into a
single report, or presented at the sane time as separate documents.

c. Al fraud abuse, or illegal acts or indications of such
acts, |nclud|n? all questioned costs found as the result of these
acts that audifors becone aware of, should normally be covered in a
separate witten report submtted in accordance wi'th paragraph 13f.

. In addition to the audit report, the recipient shall
provide comments on the findings and recommendations in the report,
including a plan for corrective action taken or planned and com
ments on the status of corrective action taken on prior findings.
|f corrective action is not necessary, a statenent describing the
reason it is not should acconpany the audit report.

The reports shall be nade available by the State or |ocal
governnment for public inspection within 30 days after the
conpletion of the audit.

f. In accordance with generally accepted governnent audit
standards, reports shall be submtted by the auditor to the organi-
zation audited and to those requiring or arranging for the audit.
In addition, the recipient shall submt copies of the reports to
each’ Federal department or agency that provided Federal -assistance
funds to the recipient. Sybrecipients shall subnmit copies to
recipients that provided them Federal assistance funds, Th?
reports shall be sent within 30 days after the conpletion of the

audit, put no later than one year after the end of the audit period
unl ess a longer period is agreed to with the agency
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_ . Recipients of nmore than SI00 000 in Federal funds shal
submt one copy of the audit report within 30 days after issuance
to a central, clearinghouse to be designated by the Ofice of
Managenent and Budget. The clearing house will keep conpleted
audits on file and follow up with State and |ocal governments that
have not. submtted required audit reports.

h. Reci pients shall keep audit reports on file for three
years from their issuance.

14, Audit Resolution. As provided in paragraph 11, the cogni zant
agency shalT Dbe responsible for monitoring the resol ution of audit
frndings that affect the, programs of nore than one Federal a?ency.
Resol ution of findings that relate to the programs of a single
Federal agency will be the responsibility of the recipient and that
agency. Alternate arrangenments may be nade on a case by-case basis
by agreement anong the agencies concerned.

Resolution shall be made within six nonths after receipt of
the report ey the Federal departnents and agencies. Corrective
action should proceed as rapidly as possible. _

15. Audit workpapers and reports. Wrkpapers and reports shall be
retained Tor a mnimum of three years fromthe date of the audit
report; unless the auditor is notified in-witing by the cognizant

agency to extend the retention period. Audit workpapers shall be

made available upon request to the cognizant agency or its designee
or the Ceneral Accounting Office, at the conpletion of the audit.

16.  Audit GCosts. The cost of audits made in accordance with the
provisions of this Grcular are allowable charges to Federa
assi stance prograns.

a. The charges may be considered a direct cost or an
allocated indirect cost, determned in accordance with the

provision of Circlar A-87, "Cost principles for State and |oca
governnents."

Db CGeneral ly, the percentage of costs charged to Federal
assistance progranms for a single audit shall not exceed the
percentage that Federal funds expended represent of total funds
expended by the recipient during the fiscal year. The percentage

may be exceeded, however, if appropriate documentation denonstrates
higher actual cost.

17. Sanctions. The Single Audit Act provides that no cost may be
char?ea to Federal assisfance prograns for audits required by the

Act that are not made in accordance with this Grcular. |n cases

of continued inability or unwillingness to have a proper audit

. federal agencies must” consider other appropriate sanctions
I ncl udi ng:

_ -- wthholding a percentage of assistance paynents
until the audit is conpleted satisfactorily,
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-- withholding or disallowng ,overhead costs,

~ -- suspending the Federal assistance agreement until
the audit is made.

18. Auditor Selection. In arranging for audit services State and
| ocal “governnments shall follow the procurenent standards prescribed
by Attachment 0 of Grcular A-102, “Uniform requirenents for grants
to State and local governments.* The standards provide that while
recipients are encouraged to enter into intergovernnmental agree-
nments for audit and other services, analysis should be made to
determne whether it would be more economcal to purchase the
services from private firnms. In instances where use of such, inter-
governnental agreenents are re(%uued&by State statutes (e.g., audit
services) these statutes wll take precedence.

19. Small _and Munority Audit Firms. Small audit firns and audit
firms owned and confrolTed Dby socrally and econom cally disadvan-
taged individuals shall have the maxinum practicable opportunity to
participate in contracts awarded-to fulfill the ,requirenents of

this Grcular. - Recipients of Federal assistance shall -take. the
f9||owng steps to further this goal:

‘a. Assure ‘that small audit firms and audit firnms owned and
controlled by’ socially and econom cally disadvantaged individuals
are used to the fullest extent practicable.

b. Make information on forthcomng opportunities available
and arrange tineframes for the audit so as to encourage and facili-
tate participation by small audit firms and audit firns owned and
controlled by sgci ally and economcally di sadvantag(?d I ndi vi dual s.

Consider in the contract process whether firms conpeting
for larger audits intend to subcontract with small audit firns and
audit firms owned and controlled by socially and economcally
di sadvant aged i ndi vi dual s.

_ d. Encourage contracting with snmall audit firms or audit
firms owned and controlled by socially and economcally disadvan-
taged individuals which have traditionally audited government
programs and, in such cases where this is not possible, assure that
these firms are given consideration for audit subcontracting
opportunities.

_ e. Encourage contracting with consortiuns of small audit

firnms as described in paragraph (a) above when a contract is too
large for an individual small audit firmor audit firmowned and
controlled by socially and economcally disadvantaged i ndividuals.

f. . Use the services and assistance, as appropriate, of such
organi zations as the Small Business Admnistration in the solicita-
tion and utilization of small audit firms or audit firns owned and
controlled by socially and economcally disadvantaged i ndividuals.
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20. Reporting. FEach Federal agency will report to the Drector of
OMB o—P‘q or“"‘E“be o;lre March 1, 1987, and annually thereafter on the
effectiveness of State and local governments in carrying out the
provisions of this CGrcular. The report nust identify each State
or local governnment or Indian tribe that, in the opinion of t.he
agency, is failing to conply with the Grcular.

21. Requlations. Each Federal agency shall include the provisions
Xf thrs Qrcular in its regulations inplenmenting the Single Audit
ct.

22. Effective date. This Crcular is effective upon publication
and shall apply to fiscal years of State and |ocal governnents

that begin after Decenber 31, 1984. Earlier inplenentation is
encouraged. However, until 1t is inplenmented, the audit provisions
of Attachment P to Grcular A102 shall continue to be observed.

23. . In%uiries. Al questions or inquiries should be addressed to
Fi nancra nagenent vision, Ofice of Mnagement and Budget,
t el ephone nunber 202/ 395-3993.

24 Sunset review date. This Crcular shall have an independent
Policy review to ascertain its effectiveness three years from the

date of issuance. *
2SS
—

David A Stockman
Director
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Crcular A-28
At t achnent

Definition of Mjor Program as Provi ded
In P.L. Y6-507

"Maj or Federal Assistance Program" for State and |ocal governments
havi ng Federal assistance expenditures between 5100,000 and

$100, 000, 000, neans any program for which Federal expenditures
during the applicable year exceed the larger of $300,000, or 3
percent of such total expenditures.

Were total expenditures of Federal assistance exceed $100, 000, 000,
the followng criteria apply:

Myj or federal

Total Expenditures-of Assi stance Program
Federal Financial Assistance Means any Program
for Al Programs That Exceeds
nore than ut 1 ess than
$100 million I billion S3nmllion
1 billioh 2 billion 4 mllion
2 billion 3 billion 7 mllion
3 billion 4 billion 10 mllion
4 billion 5 billion 13 mllion
5 billion 6 billion 16 mllion
6 billion 7 billion, 19 mllion
over 7 billion 20 mllion



Manual Exhibit 5-19.10-B

OMB Circular A-133

Audits of Institutions of Higher

Learning and Other Non-Profit
Institutions

(As published in the Federal Register
dated March 16, 1990)
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EXCECUTI VE OFFI CE OF THE PRESI DENT
CFFI CE OF MANAGEMENT AND BUDGET
WSH NGTON. D. C 20503

March 8, 1990

OB Circular No. A-133

TO THE HEADS OF EXECUTI VE DEPARTMENTS AND ESTABLI| SHVENTS

SUBJECT: Audits of Institutions of H gher Education and O her
Nonprofit Institutions

1. Purpose., circular A-133 establishes audit requirenents and
defines Federal responsibilities for inplenenting and nonitoring
such requirenments for institutions of higher educaticion and other
nonprofit institutions receiving Federal awards.

2. Au_ug_o_u_rg Crcular A-133 is issued under the authority of
t he Budget and Accounting Act of 1921, as anended: the Budget and
Accounting Procedures Act of 1950, as anended; Reorganization
Plan No. 2 of 1970: and Executive Order No. 11541.

3. Supersession  Grcular A-153 supersedes Attachnment F,

subpar agraph 2h, of Grcular A-110 "Uniform Administrative

Requi renments for Gants-and other Agreenents with Institutions of
H gher Education, Hospitals, and other Nonprofit Organizations."

4. Applicability. The provisions of Grcular A-133 apply to:

a. Federal departnents and agencies responsible for
adm ni stering prograns that involve grants, cost-type contracts
and other agreenents with institutions of higher education and
ot her nonprofit recipients.

b Nonprofit institutions, whether they are recipients,
receiving awards directly from Federal agencies, or are sub-
reciprents. receiving awards indirectly through other recipients.

~ These principles, to the extent permtted by law, constitute
gui dance to be applied by agencies consistent with and within the

di scretion, conferred by the statutes governing agency action.

5 : I ihiliti

The specific requirenents and responsibilities of Federal
departnents and agencies and institutions of higher education and
ot her nonprofit institutions are set forth in the attachnent.

6. Effective Mate ofhd si ons of Circul ar A-133 are

ef fective upon publication and shall apply to audits of nonprofit
institutions for fiscal years that begin on or after January 1,
1990. Earlier inplenentation is encouraged. However, until this
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Crcular is inplenented, the aud rovisioné of Attachment F to
Crcular A 11gpShaII contltnue tolfz)epo \slclers\lleg.

7.
p

gculr 3 will have a
olicy review three years fromthe a |s ce.

8. Further-information concernl n% Crcular, A-133
ma?/ al ned by contacting the Financial agement Division,
O‘llce of Management and Budget, Washington, D. C 20503,

t el ephone (202) 395-3993.

fonos Do

R chard G Darnman
Di rect or
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CFFI CE OF MANAGEMENT AND BUDGET

| ssuance of Circular A-133, "Audits of Institutions of Hi gher
Education and Other Nonprofit Organizations”

AGENCY: Ofice of I\/hnaggerrent and Budget .

ACTION.  Final issuance of OMB Circular A-133, "Audits of
| nstitutions of Hi gher Education and QO her NON-PROFI T it
Organi zations."

SUMARY: Circular. A-133 provides policy guidance to Federal
agencies for establishing uniformrequirements for audits of awards
provided to institutions of higher education and other nonprofit
organi zati ons. It pronotes the efficient and effective use of
audit services. .

These audit policies arise froma commtnent nade by the Office of
Management and Budget (OVB durln% Congressional consideration, of
the Single Audit Act of 1984, public Law 98-502. = At that tinme,
Congress agreed to exclude nost colleges and universities from
coverage under the Act. OWB agreed to develop an audit policy for
these organizations. |In addition, at the request of the Inspectors
General, OVMB has extended these audit policies to other nonprofit
-organi zations not covered by Crcular A-128, "Audits of State and
Local Governnents."

DATE:  Circular A-133 is effective immdiately and shall apply to
fiscal years of institutions of_ higher educatign and of her
nonprofit institutions that begin after”January 1, 1990.  Ear|ijer

g ementation is encouraged. However ntil th ircul ar i
|an enented, the audit pr(9VISIOnS of Atfachant F teoodrccuul%r A§

110 shall continue to be observed.

FOR FURTHER | NFORVATI ON CONTACT:  pal mer  Mar cant oni o, _ Fi nanci al
Managenment Division, 10235 NEOB, OVB, Washington, DC 20503
(tel ephone: 202-395-3993).

SUPPLEMENTARY | NFORMATI ON:
A, Background.

On Novenber 10, 1988, a notice was published in the E

I(R:Ie_ng_slr_e_t /&53 FR 45744) requesting coments on a propose
cular A-133 "Audit$s of 'Institutions of H gher Education and

O her Nonprofit Organizations.*

Interested parties were invited to submt coments by January 9
1989. Alnost 100 comments were received from Federal agencies:
State and |ocal governments, = universitjes, r of essi onal
organi zations, nonprofit organizations and others. | conments
were considered in devel oping these final requirenents.
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Following is a summary of thg, maj or  comrents, %rou%ed by sugj ect
and a response to each; including a description 0f changeS made as
a result of the comments. Qher changes have been nade to increase
clarity and readability.

EL. Comment s and Responses.

Conment:  States were concerned that the audit requirenents for
ublic colleges and universities would be different from
he requirements of Circular A-128, "Audits of State and
Local Governments.

Response: CGircular A-133 was anended to provide that the
institutions audited as park of a State, in accordance
wth Grcular A-128, are notcovered by Grcular A-133.

Comrent: It is unclear why hospitals are specifically excluded
from coverage undér G rcular A 133.

Response: Mbst hospitals receive Federal reinbursement from the
Medi cai d and Medicare prograns. These two &rograms have
their own statutory audit requirenents. her Feder al
funds going to hospitals are provided through research
contracts. =~ These contracts are subject to contract
closing audits. The remminder of Federal funds at these
institutions are insignificant and would not justify a
single audit. Hospitals affiliated wth university
systems are covered.

Comment: The Circul ar should include a definition of "general
oversight " = "coordinated audit," ‘research  and

0 devel opnent," and "student financial aid.

Response: These definitions were added to the Grcular,

Comment: One conmenter said it was unclear whether the proposed
Circular A-133 applied to programs in which the grantee's
funding level is established not by allowable project
costs incurred but through "fixed price" fornul as
(performance-funded prograns).

Response: Performance-funded prograns are  subject
requi rements of OVMB Circular A-133. However, the audito
shoul d tailor the auditing procedures to that type o{
program For performance-funded progranms, the auditor's
examnation should be directed to such matters as
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determning beneficiary eligibility, verifying units of
service rendered, and “controlling” program income.

. I I ved

comment: Raise the audit threshold to $100,
exenpt institutions below this
requirenents.

.000 from $25, 000 and
| evel from audit

Response: The threshold of $25,000 is the same requirement set by
|law for State and |ocal governnents under Grcular A-
128, "Audits of State and Local Governnents." Based on
experience to date with that Crcular, the S25,000
threshold appears to be a reasonable one and does not
| mpose an unreasonable burden on small grantees.
Consi deration will be given to changing this requirenment
I f Congress changes it for State and | ocal governments.

Commrent: Non profit institutions receiving $100,000 or morein
financial assistance under only one program shoul d have
an option to have an audit made under the Circular or a
program specific audit

Response: The Circular was amended to provide that 'nonprofit
institutions receiving $100,000 or nore but receiving
awar ds under only one program have the option of having
andaydlt either Under the Circular or a program specific
audi t.

Reci pi ent Responsibilitv.

Comment:  Several commenters objected to the requirenent for the
0 prime recipient to review audit reports of subrecipients.

Response: OMB believes that prime recipient has a respon5|blljtx
to ensure Federal funds were spent in accordance wt
applicable laws and regulations. At a mninum the prime
reci pient should ensure subrecipients meet applicable
audit requirements and that corrective action is taken
in instances of nonconpliance with Federal |aws and
regul ations.

Erequencv of Audit,
Comment: The Circular requires an annual audit of institutions of

hi gher education and other nonprofit organizations. This
change in audit policy which now requires an audit at
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| east every two years would be costly for nost
I nstitutions.

The frequenc?/ of audit was changed to provide that audits
Ty be made annual ly; but not less frequently

One commenter said the Crcular should provide incentive
awards and penalties to inprove the opportunities for
smal | disadvantaged cpa firns to get audit work.

Response!

shal | usua

than every two years.
Small _and Mnority Audit Firms,
Comment :
Response:

The Grcular contains a number of provisions to ensure
that socially and econom cally disadvantaged individual s
shal | have the maximum practicable opportunity to
participate 1n contract awards to fulfill t he
requirenents of the Grcular. These are identical to the
requirenents in Grcular A-128, "Audits of State and
Local Governnents."

Scone of Audit and Audit Cbjectives.

Co&é&t :

Response:

One commenter pointed out that independent auditors
followng the American Institute of Certified Public
Accountants' = (AICPA) Industry Audit Quide for Colleges
and Universities do not customarily report on the
"results of operations, " as proposed in the C.rcular.
Rat her, because of the nature of college and university
financial statenents, they report on "the changes in fund
bal ances and the current funds revenues, expenditures,
and other changes."

| ndependent auditors informed OMB that, wth inpending
changes in accounting principles for not-for-profit
organi zations, these statements are I|keh¥ to be revised
over the next few years, ﬁ$d,1hat audi tors will be
reporting in the fufure on the "results of operations

of colleges and universities as well as other not-for-
profit organizations. I'n addition, ON? bel i eves that
auditors would generally recognize that, for colleges and
universities, the phrase "results of operations® would
cover the specific |anguage discussed above for colleges
and universities. Consequently, OVB has decided not. to
change the language of. the auditor's determnation

regarding an institutions's financial position and
"résults “of operations.
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Audit Reports.

Comment: Recipients already incur significant additional expense
in arranging for new audits. The requirenents to send
copies of audit, reports to each Federal agency adds cost
and paperwork beyond reason.

Response: The audit r,e{)ort distribution requirement is in
accordance with the Ceneral Accounting offices
Government Auditina Standards and is the one required of
state and | ocal overnnents. Most col | eges and
universities are only dealing with alimted number of
F.ed.erall agencies and the additional burden should be
m ni mal .

Coment : IThe date for a conpleted audit report of one year is too
ong.

Response: The one-year period is the standard established by the
Single Audit Act,P.L. 98-502, for State and [ocal
overnnents. OVMB does not believe there should be a
Ifferent standard for institutions of higher education
and ot her nonprofit organizations.

Gt her Comment s.

Comrent: It is not clear ifan audit nmade in accordance wth
Crcular is intended to berelied onwith regard to
cost allocation plan.

t he
t he

Response: [f indirect costs were clained as expenditures on Federal
programs during the period being audited, the auditor
shoul d have ascertained that the anounts clained were
determned in accordance with the appropriate cost
principles. Federal departments and agencies should rely
on the work done by independent “auditors on cost
al | ocation procedures” and practices and avoid duplicate

audi ts.
Coment: Is itintended that an audit nade in accordance wigh
Circular A133 will suffice for closing out contracts”

Response; Federal agencies are encouraged to rely on Grcular A
-133 audits to the maxi num extent practicable, includin
their use on contract close-outs. However, each Federa
agency will be governed by its procurenent regulations
in determning what additional work, if any, will be
required to close out contracts.
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al  comenters poi nted out that certain provisions .
rcular A133were not required by P.L. 98-502, the
e Audit Act, and, therefore, should not benandat ed.

Comment:  Sever
n G
Si ngl

Response: The singe Audit Act does not apply to nost nonprofit
organi zations. Public colleges and universities nmay be
covered under the provisions of the Act at the option of
State and |ocal governnents.

Certain requirements inCircular .A-133 are-based on
Federal agencies' experience over the last four years
wth the inplementation of the Single Audit Act. Al so,
one of the requirenents bei n% questioned stens from an
auditing standard issued bythe American Institute, of
Certified Public Accountants.

Frank Hodsoll _
Execut | ve Associate DI rect or
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OHB_Cl RCUI AR A-133
AUDI TS OF INSTITUTIONS OF H GHER EDUCATI ON
AND OTHER NONPROFI T | NSTI TUTI ONS

ATTACHMENT

O

1. Definitions. = For the purposes of this Grcular, the
followmng definitions apply:

a. "Award" means financial assistance, and Federa
cost-type contracts used to buy services or goods for the use of
the Federal Covernnent. It includes awards received directly

from the Federal agencies or indirectly through recipients. "It
does not include procurement contractS to vendors under grants or
contracts, wused to bux goods or services, Aud;ts of such vendors
shal | be covered by the terms and conditions of the contract.

"cogni zant agency" neans the Federal agency assigned by

b.
the Ofjce of Minagement and Budget to carry out the
responsibilities déscribed in paragraph 3 of this Attachment.

_ "Coordi nated audit apEroach" nmeans an audit wherein the
I ndependent auditor and other Federal and non-federal auditors
consi der each-other's work, in determning the nature, tim ng,

and extent of his or her own auditing procedures. i
audit nust be conducted in accordangepmdth vaeuwm%folfd'nated

Standards and neet the objectives and reportd . et
forth in paragraph 12(b) "and 15, respectively, of this

r
ip'
b

Attachnment. Thﬁ_ob'ective of the coogrdinated audit ap
to mnimze duplication of audit effort,but not to |

scope of the audit work so as to preclude the independen

from nmeeting the objectives set forth in paragraph 12(b) or

I SSUing the report6 required in paragraph 15 1n a timely manner

oach g
t the
t auditor

d.  "Federal agency" has_the sane neaning as the term
‘agency' in Section 551(I") of Title 5 United States Code.

e. "Federal Financial Assistance.

. "Federal financial assistance" means assistance
provi ded leg Federaﬁ agency to a recipient or sug-re0|p|ent to

carry out a program  Such assistance nay be in the form of:

- - grants;
<« contracts:
'~ cooperative agreenents:

.- | oans:
W | oan guar ant ees;
-~ - property:

v Interest subsidiest
- i nsurance: o

- = direct appropriations;

w - ot her non-cash assi stance.
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(2) Such assistance does not include direct Federal
cash assistance to individuals.

(3) Such assistance includes awards received directly
from Federal agencies, or indirectly when sub-recipients receive
funds identified as Federal funds by recipients.

. The granting agency is responsible for identifying
funds awarded to recCipients: the recipient is
‘

4
the source o? . Nar
for identifying the source of funds awarded to sub-

responsi bl e
reci pients.

. 'General |y accepted accounting principles" has the
meani ng specified in the Government Auditing Standards.

g.  'lIndependent auditor" means:

1) A Federal, State, or Iocal govérnnent audi tor who
meets the Standards specified in the Government Auditing
Standards: or

(2) A public accountant who neets such Standards.

h. "Internal control structure" neans the policies and
procedures established to provide reasonable assurance that:

(1) Resource use is Consistent Wth laws, regulations,
and award terns;

_ 52) Resources are safeguarded against waste, |oss, and
msuse: an

, (3) Reliable data are obtained, maintained, and fairly
disclosed in‘reports.

I "Maj or program’ neans an individual award or a numnber
of awards in a category of Federal assistance or support for
which total expenditures are the larger of three percent of tota
Federal funds expended or $100,000, on which the auditor wll be
required to express an opinion as to whether the mmjor programis
being adm nistered in conpliance with laws and regulations.'

Each of the follow ng categories of Federal awards shal

constitute a major program where total. exPenditures are the
| arger of three percent of total Federal ftunds expended or

$100, 000:
Research and Devel opnent.

Student Financial A d.
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| ndi vi dHaI avracrds not in the student aid or
research and devel opment category.

tYanaﬁenent decision Jeans the eval uatron by the
managenent .o

tabl1shnent of .the find |n s and
r ecormendat i ons |ncFu ed 1n an_audit report gnd the |ssuance O a

final decision by nanagement Ooncernrn Its response t(p such
findings and recommendations, includi ng actions conc uded to be
necessary.

k. "Nonprofit institution" nmeans any corporation, trust,

associ ation, €00 eratrve or other organi zatron which 1) is
Rerate rimar for scientifigc, eucatp Servi ce,
aritabl or srm a purgpses |n th B IC ‘interest; 2) is not
organi zed primari| or pr d 3) uses Its net roceeds to
mai nt al n, |rrRrove anal or . ex and 1ts operatrons erm
il flfufint e e o Wpe'
exce 0se
Qle apdrts |Pt accordance W t rcuIar A12 "Audrts o State
Loca vernrrents The term does not |ncgue hospitals. .
are not aff| | at ed vrrth an Anstrtutron 0 her deducatron
or State and_|oca dovernnents and Indian tribes covere
Grcular A-128 "Audits of State and Local Governments.”

1. "Qversi ency nean e Federal enc that . .
Provi des the redgmnantq n%u ?drre ?undrng‘;J y reci pi ent

not assigned a co n| zant, agenc unl'ess no direct funding i

received. ere ere |s no |ret fundr ng, the Federal aelncy

Wh 1 e pre omnarl) Indirect tunding wll “assume the enera
ersi g responsibilities. P Hutres of the oversrgt agency

are descrrbed |n paragraph 4 o Is Attachme

"Reci pient" Teans an org ni za on [ ecei Vi g fi nanci al
assi stance 16 carry out program Irectly from Federal agencies.

. "Research .and devel opne clydes all research

actvities, botqh Basrc andp a P ang LH devel opnent

ac lvities that are squorte uni versities, eges, and
er nonprofrt InStIt | ONS dR? rch IS g;lned as

sxg mat | |rect t owar scren 1C know edge or
erstanai 0 th e su ect st udi ed DS | opment s t he
systenafic use of In arne rom

e Pe and understa
research directed tovvard production of useful materials,
devices, systens, or methods, |ncI udi ng design and devel opnent  of
prototypes and processes.

udent Financial A ncl udes those prograns of
ur?et: \/?‘tl chC ; : q

oot ol by B tle v'é‘Stth“t"’”%ePar ducelfon Aot

as those ut hori ze Ti
vrhr ch ?s adm ni ste¥e h gagt ment  of Educatron
rgertCIe t does

[ prograns d othe Feder
not |nc ug rograrrﬁ ronde fe[lowshr pS 0 srm?ar awar ds
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to student6 on a Conpetitive basis, O for Specified studies or
research.

*Sub-recipient" means any person or government
depart nent, agency, establishment,” or nonprofif organization that
receives financial assistance to carry out a progran1throu?h a
primry recipient or other sub-recipient, but does not include an
Individual that is a beneficiary of such a program A sub-
recipient my also be a direct recipient of Federal awards under
ot her agreenents.

B "Vendor" means an organization providing a recipient or
sub-recipient with generally required goods or services that are
related to the admnistrative support of the Federal assistance
program

2. audit O Nonprofit Institutions.
a. Requirements Based on Awards Recejved.

(1) Nonprofit institutions that receive $100,000 or
more a year in Federal awards shall have an audit made in
accordance with the provisions of this Crcular. However, . .
nonprofit institutions receiving $100,000 or nore but receiving
awar ds under inylone program have the option of having an audit
of their institution prepared in accordance with the provisions
of the Crcular or having an audit made of the one program Eqor
prior or subsequent years, when aﬂ institution has onlg | oan
guarantees or outstanding |oans that were nmade previously, the
Institution may be required to conduct audits for those prograns,
In accordance With regulations of the Federal agencies providing
t hose guarantees or |oans.

(2) Nonprofit institutions that receive at |[east
S25, 000 but I'ess than $100,000 a year in Federal awards shall
have an audit made in accordance with this Grcular or have an
audit made of each Federal award, in accordance with Federal |aws
and regul ations governing the prograns in which they participate.

_ ﬁS) Nonprofit institutions receiving |ess than $25, 000
a year in Federal ‘awards are exenpt from Federal audit
requirements, but records nust be available for review by
appropriate officials of the Federal grantor agency or
subgranting entity.

b. , Oversight by Federal Agencies.

_ (1) To each of the larger nonprofit institutions the
office of Nanagenent and Budget (OMB) will assign a Federal _
aﬂency as the cognizant agency for nmonitoring audits and ensuring
the resolution of audit findings that affect the prograns of nore

than one agency.



Mainual Exhibit 5-19.10-B

- (2) Smaller institutions not assi?ned a _cogni zant
agency will Dbe under the general oversight of the Federal agency
that provide6 themwth the nost funds.

. (3)" Assignments to Federal Cognizant agencies for.
carrying out responsibilities in this Section are set forth in a
separate supplement to this Grcular.

~(4) Federal GCovernment-owned, contractor-operated
facilities at institutions or |aboratories operated primarily for
the Government are not included in the cognizance assignnments.
These will remain the responsibility of the Cbntract|n%_agen0|es.
The listed assignment6 cover all of the functions in this
CGrcular unless otherwise indicated. The Ofice of Mnagenent
and Budget wi Il coordinate changes in agency assignments.

3. Cognizant Agencv Responsibilities, A cognizant agenc
shal | : J gency
o a Ensure that audits are made and reports are received in
% t|nFIy manner and in accordance with the requirements of this
rcul ar.

b. Provi de technical advice and liaison to institutions
and independent auditors: .

~C. otain or _make quality control reviews of selected
audits nmade by non-Federal audit organizations, and provide the
results, when  appropriate, to other interested organizations.

d.. Pronptly inform other affected Federal agencies and
appropriate Federal |aw enforcement officials of any reported
"illegal acts or jrregularities. A cognizant agency should al so
inform State or local |aw enforcement ané pros cutYng . .
?uthor|t|es, iIf not advised by the recipient, of any Violation of

a

w within their jurisdiction.

Advise the recipient of audits that have been found not
to have nmet the requirements set forth in this Crcular in such
instances, the recipient will work with the auditor to take
corrective action. If-corchtiKe action is not taken, the
cogni zant agency shall notify the recipient and Federal awarding
agencies of the facts and nake recommendations for follow up
action. Mjor inadequacies or repetitive substandard performance
of independent auditors shall be referred to appropriate
professional bodies for disciplinary action

.t Coordinate, to the extent practicable, audits or
reviews made for Federal agencies that are in addition to the
audits made pursuant to thrs Crcular, so that the additiona
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audits or reviews build upon audits performed in accordance with
the Grcular.

Ensure the resolution of audit findings that affect the
programs of nore than one agency.

h. Seek the views of Qther interested agencies "before
compl eting a coordinated program

i.  Help coordinate the audit work and reporting
responsibilities among independent public accountants, State
auditors, and both resident and non-resident Federal auditor6 to
achieve the nost cost-effective audit.

4. versight Agencv R nsibiliti over si ght agenc

shal | “provide teChnical advice an counseﬁnto |n319tut|8ns gnd

I ndependent auditors when requested by the recipient. The

overS|Pht agency nag assune all or sone of the responsibilities
y y

nor nal perforined a cogni zant agency.
5. Recipient R nsibiliti A recipient that receives
Federal award and provides , 000 or re of it during |tsa

fiscal year to a sub-recipient shall:

. Ensure that the nonprofit institution sub-recipients
that reive $25,000 or nore have met the audit requirenents of
this Crcular, and that sub-recipients subject to Crcul ar
A-128 have nmet the audit requirenments of that Crcular:

. .b. Ensure that appropriate corrective action is taken
within six nonths after receipt of the Sub-recipient audit report
In instances of nonconpliance with Federal Iaws and regulations;

G Consi der whether sub-recipient audits necessitin
adj ustment of the reC|p|ent'ﬁ own records: and .

. Require each sub-recipient to permt independent
auditors to have access to the records and financial statenments
as necessary for the recipient to conply with this Crcular.

6. Relation to Other Audit Requirenents.

_ _ An audit made in accordance with this Grcular shall be
in lieu of anK financial audit required under individual Federal
awards. To the extent that an audit made in accordance with this
Grcular provides Federal agencies with the information and
assurances they- need to carry out their overall responsibilities,
they shall rel'y upon and use such information. However, a
Federal agency shall nmake any additional audits or reviews
necessary to carry out responsibilities under Federal |aw and
regulation. Any additional Federal audits or reviews shall be
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planned and carried out in such a way as to build upon work
perfornmed by the independent auditor.

D Audit planning by Federal audit agencies should
consi der the extent to which rgllﬁmce cfam be. IE)I aced gpon Wolrk
erfoned by other audjtors, Such auditors include State, Tocal,
Eederal, and other independent auditors, and a recipient's
internal auditors. Reliance placed upon the work of other
auditors %pou(ljd OIbe docurmented and in accordance with -Geverrrenrt
Auditing Standards.

c. The provisions of this Grcular do not limt the
authority of Federal agencies to rraﬁe OL coptract or audits and
eval uations of Federal awards, nor do they limt the authority of
any Federal agency I|nspector General or other Federal official.

d. The provisions of this Grcular do not authorize any

institfution or sub-recipient thereof to constrain Federal..
agencies, 1n any manner from Carrying out additional audits,
eval uations or reviews.

) A Federal agency that makes or contracts for audits,
addition to the audits nade by recipients pursuant to this
Grcular, shall, consistent wth other applicable |aws and
regul ations, arrange for funding the cost of such additional
audits. Such additional audits or reviews include financial,
performance audits and program eval uations.

. Prequency of Audj+ Audits shall usually be perforned
annual Iy but not less frequently than every two years.

8. Sanctions. No audit costs may be charged to Federal awards
when audits required by this Crcular have not been made or have
been made but not in accordance with this Grcular. In cases of
continued inability or unwllingness to have a proper audit in
accordance with the Grcular, Federal agencies must consider
appropriate sanctions including:

wi thhol ding a percentage of awards until the audit is
conpl eted satisfactorily:

- wthholding or disallowng overhead costs: or
- - suspendi ng Federal awards until the audit is nade.

9. AuditCod ~~ The cost of audits nade in accordance with the
provisions of this Grcular are allowable charges to Federal
awards. The charges nmay be considered a direct cost or an
allocated indirect cost, determned in accordance with the
provisions of Grcular A-21, "Cost Principles for Universities".
or ‘Circular’ A-122, "Cost Principles for Nonprofit Oganizations,"
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FAR subpart 31, or other applicable cost principles or
regul ations.

10. Auditor Selectio In arranging for audit services
ansfqltuttlons s%a?l }olq ow the progcurgerrent standards prescribed by

Circular A-110, "Uniform Requirenments for Gants and Agreenents
with Institutions of H gher Education, Hospitals and other
Nonprofit Organizations.™

11. small_and Mnpority Audit Firns.

~ Small audit firms and audit firns owned and controlled
b% socially and econom cally disadvantaged individuals shall have
the maximum practicable opportunity to participate in contracts
awarded to fulfill the requirements of this Grcular.

b. Recipient6 of Federal awards shall take the follow ng
steps to further this goal

(1) Ensure that small audit firms and audit firns
owned and controlled by socially and econom cally disadvantaged.
individuals are used to the fullest extent practicable:

_ (2) Hake information on forthcomng opportunities
avail able and arrange tineframes for the audif to encourage and
facilitate participation by small audit firnms and audit frrms

_ 8mneqjanp controlled by socially and economcally disadvantaged
i ndi vi dual s;

_ #3) Consider jn the contract process whether firns
conpeting for larger audits-intend to subcontract wth snall
audit firns and audit firms owned and controlled by socially and
econom cal |y disadvantaged individuals;

_ . (4) '"Encourage Contracting Wth Small audit firms or
audit firms owned and cControlled by socially and economcally
di sadvantaged individuals which have traditionally audited
governnent programs, and in cases where this is npot possible,
assure that these firns are given consideration for audit
subcontracting opportunities:

_ (5 &coura%e contracting wth consortiums of small
audit firms as described in section (1) . when cant r act
Is too large for an individual small audit or au&?t A
owned and controlled by socially and economcally disadvantaged
i ndi vidual s: and

(6) Use the services and assistance, as appropriate
of such organizations as the Small Business Adm nistration in the
solicitation and utilization of small audit firms or audit firns
ngedlgnq controlled by socially and econom cally disadvantaged
i ndi vi dual s.
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12. Scope of Audit and Audit Chjectives,

a. The audit shall be nade by an independent auditor in
accordance wth Governnent AMdItIn% St andards devel oped by the
Conptrol ler General of the United States covering financia
audits. An audit under this Circular should be an
organi zation-wi de audit of the institution. However, there may
be”instances where Federal auditors are performng audits or are
plannln? to perfom audits at nonprofit institutions. In these
cases, to mnimze duplication of audit work, a coordinated audit
approach may be agreed upon between the independent auditor, the
reci pient and the cognizant agency or the oversight agency.

Those auditors who assune responsibility for any or all of the
reports called for by paragraph 15 should follow gui dance set
ffﬁth In Government Auditing Standards in using work performed by
ot hers.

b. The auditor shall determ ne whether:

(1) The financial statements of the institution
present fairly its financial position and the results of its
operations in accordance with generally accepted accounting

principles

~(2) The institution has an internal control structure
to provide reasonable assurance that the institution js panaging
Federal awards in conpliance with applicable [aws and
requl ations, and controls that ensure cpnpl;ance with the laws
and regulations that could have a material inpact on the
financial statenments; and

, (3) The institution has conplied with |aws and
regul ations that may have a direct and material effect on its
finnacial statenent anounts and on each major Federal program

13, Internal Control QOver Federal Awards_Conpliance Reviews.

a. %ﬁndﬁa%ﬂhe | ndependent auditor shall determ ne and
report on whether the recipient has an internal control structure
to provide reasonable assurance that it is nana?lng Feder a
awards in conpliance with applicable |aws, regulations, and
contract terns, and,that it safeguards Federal funds. In

performng these reviews, independent auditors should rely upon
work performed by a recipient's internal auditors to the “maxi num

extent-possible. = The extent of such reliance should be based
upon the Government Auditor Standards,

) | | .

(1) In order to provide this assurance on interna
controls, thée auditor nust obtain an understanding of the
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internal control structure and assess levels of internal contro
risk. After obtaining an understanding of the controls, the
assessment nust be nmade whether or not the auditor intends to
place reliance on the internal control structure.

(2) As part of this review, the auditor Shall

. (a) Perform tests of controls to evaluate the '
effectiveness of the design and oPeratlon of the policies and
grocedures in preventing or detecting material nonconpliance.
Tests of controls will not be required for those areas where the
internal control structure policies and procedures are likely to
be ineffective in preventing or detecting nonconpliance, in Wwhich
case a reportable condition or a material weakness should be
reported in accordance with paragraph 15 c(2) of this Grcular.

o (b) Review the recipient's System for nmonitoring
sub-recipients and obtaining and acting on sub-recipient audit

reports.

_ (c). Determne whether controls are in effect to
ensure direct and’indirect costs were conputed and billed in
accordance with the guidance provided in the general requirenents
section of the conpliance supplement to this circular.

C. Caopl iance Revi ew.

. (1) .The auditor Shall determ ne whether the recipient
ha6é conmplied wth laws and regulations that nmay have a direct and
material effect on any of its nmajor Federal prograns. In
addition, transactions Selected for non-mjor prograns shall be
tested for conpliance with Federal laws and regulations that

apply to such transactions.

(2) In order to determine which major prograns are to
be tested for conpliance, recipients shall identify, in their
accounts, all Federal funds received and expended and the

rograns under which they were received. This shall include

unds received directly from Federal agencies, through other
State' and local governments or Qther recipients. To assist
recipients in identifying Federal awards, Federal agencies and
primary recipients shall provide the Catal og of Federal Donestic
(CFDA) nunbers to the reci prento wien making tne

awards.

(3) The review nmust include the selection of an
adequat e nunber of transactions from each major Federal financial
assi stance program so that the auditor Obtain6 sufficient
evi dence to sugport the opinion on conpliance required by
paragraph 15c(3) of this Attachment. The Selection and testing
of transactions Shall be based on the auditors' professiona
judgnent considering such factors as the anount of expenditures
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for the program the newness of the programor changes in its
conditions; “prior experience with the program particularly as
revealed in audits and other evaluations ?e,%., I nspecti ons,
program revi ews, or system reviews required by Federal:
Acquisition Regulations); the extent to which the programis
carried out through sub-recipients: the extent to which the
program contracts for goods or services; the level to which the
program is already subject to programreviews or other forns of

I ndependent oversight:” the adequacy of the controls for. ensuring
conpliance; the expectation of adherence or lack of adherence to
the applicable laws and regul ations; and the potential inpact of
adverse findings.

(4) In making the test of transactions, the auditor
Shal | determ’ne whether:

the amounts reported as expenditures were for
al | onabl e services, and

the records show that those who received
fﬁrV|ces or benefits were eligible to receive
em

(5). In addition to transaction testing, the auditor
shal| determ ne whether

mat ching requirements, levels of effort and
earmarking limtations were met,

Federal financial reports and clainms for
advances and rei nbursement contain
information that is supBorted by books and
record6 from which the basic financi al
statenents have been prepared, and

amounts clained or used for nath&w% wer e
determ ned in accordance with 1) Circul ar
A-21, "Cost Principle6 for Educational
Institutions” 2) matching or cost sharing
requirements in Corcular A-110, "Uniform
Requirements for Gants and Agreements wth
Institutions of H gher Education, Hospitals
and Ot her hbngroflt Organi zations": 3)
Crcular A-122, "Cost Principles for

Nonprofit Organizations"; 4) FAR subpart 31
cost principles: and,%} other applicable cost
principle6 or regulations.

( The principal conpliance requirenents of the
| argest Federal progranms may be ascertained by referring to the
"Conpliance Supplement for Single Audits of Educat i ona
Instifufions and Oher NonProfif Organizafions and the
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" lement for Single Audits of State and Loc

' ment
Goverpments, * is SUED DYy -l0 ST SIS T o0 S overed n the "
%ﬁﬁﬁﬁﬁ?ﬂkﬁf‘éﬁEﬁlenentst the huditor: shoul d ascertain conpliance
requirenents by reviewng the Statutes, regulations, and

agreenents governing individual prograns,

~(7) Transactions related to other awards that are
selected in connection with examnations O financial Statenments
and evaluations of internal controls shall be tested for
conpliance with Federal laws and regulations that apply to such
transactions.

14. 1llegal Acts. If, during or in connection with the audit of

& nonprofTt—TmstTtution, the auditor becones aware of illegal
aclts, "suych acts shall be reported in accordance with the
provisions of the Covernment Auditing Standards.

15. audit Reports.

d'ta' Audit reports nust be prepared at the conpletion of the
audi t.

b. The audit report shall state that the audit was nade in
accordance with the provisions of this Grcular.

The report Shall be made up of at least the follow ng
three parts

H% The financial statenents and a schedule of Federa
awards and the auditor's report on the statements and the
schedul e.  The schedule of Federal award6 should identify mjor
Prograns and show the total expenditures for each program

ndivi dual major programs other than Research and Devel opment and
Student Aid shoUd be listed by catalog nunber as identified in
the catalog of Federal Domestic Assistance Expenditures for

Fede _ Tayor shal'l be shown under
the caption "other Federal assistance.” A'so, the value of
non-cash assistance such as |oan guarantees, food comuodities or
donated surplus properties or the outstanding balance of |oans
should be disclosed in the schedul e.

(2) A witten report of the independent auditor's
understanding of the internal control structure and the
assesnment of control risk. The auditor's report should include
as a mnimum 1) the scope of the work in obtaining understanding
of the internal "control structure and in assessing the contro
risk, :2 the nonprofit institution's significant i1nternal
control 6 or control structure including the Controls established
to ensure compliance with laws and regulations that have a
material inpact on the financial statenents and those that
provi de reasonable assurance that Federal awards are being
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managed in conpliance with applicable |aws and regul ations, and
3) the reportable conditions, including the identification of
material weaknesses, identified as a result of the auditor's work
i n understanding and assessing the control risk. [If the auditor
limts his/her consideration of the internal control structure
for any reason, the circunmstances should be disclosed in the
report.

(3) The auditor's report on conpliance containing:

We  An opinion as to whether each major Federal
program was being adm ni stered in conpliance wth
| aws and regul ations applicable to the matters
described in paragraph 13(c? (3) of this
Attachnent, including conmpliance with |aws and
regul ations pertaining to financial reports, and
clains for advances and rei nbursenents;

A statenent of positive assurance onthose itens
that were tested for conpliance and negative
assurance on those itens not tested,;

Material findings of nonconpliance presented in
their proper perspective:

0 The size of the universe in nunber of itens
and dol |l ars,

0 The nunber and dol I ar anmount of transactions
tested by the auditors,

0 The nunmber and correspondi ng dol [ ar anount of
I nstances of nonconpl i ance:

Where findings are specific to a particular
Federal award, an identification of total anounts
questioned, if any, for each Federal award, 35 g
result of nonconpliance and the auditor's
reconmendations for necessary corrective action.

d. The three parts of the audit report may be bound into a

single document, or presented at the sametinme as separate
docunent s.

e. Nonmaterial findings need not be disclosed with {pe
conpliance report but should be reported in witing to the
reC|P|ent in a separate conmunication. TPe recipient, in turn,
should forward the findings to the Federal grantor agencies or
subgrant or sour ces.

_ f All fraud or illegal acts or indications of such acts
including all questioned costs found as the result of these acts
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that auditors becone aware of, may be covered in a separate

witten report submtted in accordance with the Covernnment
Audi ting andar ds.

The auditor's report should disclose the status of
known but uncorrected significant material findings and
recommendations from prior audits that affect the current audit
obj ective as specified in the

h. In addition to the audit report, the recipient shal
provide a report of its comments on the findings and
recommendations in the report, including a plan for corrective
action taken or planned and comments on the status of corrective
action taken on prior findings. |[If corrective action is not
necessary, a statenent describing the reason it is not should
acconpany the audit report.

1. Copies of the audit report shall be subnitted in
accordance wth the reporting standards for financial audits
contained in the Governnment Auditing Standards. Sub-recipient
auditors shall submt copies to re0|ﬁ|ents that provided Federa
awards. The report shall be due within 30 days after the
conpl etion of the audit, but the audit should be conpleted and
the report submtted not laterthan 13 nonths after the end of
the recipient's fiscal year unless a longer period is agreed to
with. the cognizant or oversight agency.

i, Recipients of nore than $100,000 in Federal awards
shal|” submt one copy of the audit report within 30 days after
i ssuance to a central clearinghouse to be designated by the

O fice of Nhna?enent and Budget. The clearinghouse will keep
conpleted audit reports on file.

k. Reci pients shall keep audit reports, including sub-
recipient reports, on file for three years fromtheir issuance.

6. A _u d i t

As provided |n_paraﬁraph 3 the cognizant agency shal
be responsible for ensuring the resolution Oof audit findings that
affect the prograns of nore than one Federal agency. Resol ution
of findings that relate to the prograns of a single Federal
agency will be the responsibility of the recipient and the

agency. Alternate arrangenents may be nmade on case-by-case basis
by agreenment anong the agencies concerned.

b: A managenent decision shall be nmade within six nonths
after receipt of the report by the Federal agencies responsible
for audit resolution. Corrective action should proceed as
rapidly as possible.
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EXECUTI VE OFFICE OF THE PRESI DENT
OFFI CE OF MANAGEMENT _AND BUDGET

Viéshi ngt on D C 20503

CGrcular No. A-123
June 21, 1995 Revi sed

TO THE HEADS OF EXECUTI VE DEPARTMENTS AND ESTABLI SEMENTS

FROM Alice M Rivlin
Di rector

SUBJECT: Managenent Accountability and Control

i . purpose and Authority. As Federal enployees develop and

I nplenent strategies for reengineering agency prograns and
operations, they should design managenent structures that help
ensure accountability_for results,and include appropriate, cost-
effective controls. “~This Grcular provides guidance to Federal
managers on inproving the accountability and effectiveness of
Federal programs and operations by establishing, assessing,
correcting, and reporting on managenent controls.

The Grcular is issued under the authority of the Federal

Managers' Financial Integrity Act of 1982 as codified in 31
U S.C 3512, ,

The Circular. replaces Grcular No. i-123, "Internal Control
Systems," revised, dated August 4, 1986, and 0&B's 1982 "Internal
Controls Quidelines" and associated "Questions and Answers"
document, which are hereby rescinded.

2. PoLicyManagenent accountability is the expectation that
managers are responsible for the quality and tineliness of
program performnce, Increasi ngoproducnwty, controlling costs
and mtigating adverse aspects agency operations, and assuring

"that prograns are managed with integrity and in conpliance wth
applicable |aw

Managenent controls are 'the organization, policies, and
?ropedures used to reasonably ensure that, (i) programs achieve
heir intended results; (ii) resources are used consistent wth
agency m ssion; d(ll_l) prograns and resources are protected from
waste, fraud, and mismanagenent; (iv) laws and regulations are
followed; and (v) reliable and tinely information is obtained,
mai ntai ned, reported and used for decision making.

3. Actions Required, Agencies and individual Federal nanagers
must take systematic and proactive neasures to (i) devel op and

i npl ement appropriate, cost-effective managenent control 6 for
resul ts-oriented nanagenent; ﬁll) assess the adequacy of
managenent controls in Federal prograns and operatjons; (iii)
identify needed inprovenents; (1v)  take corresponding corrective
action;” and (v) report annually on managenent controls.

N 95- 14
(10/ 01/ 95)
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At t achnment
|. | NTRODUCTI ON

The proper stewardship of Federal resources is_a fundarren}al
responsi bility of agency managers and staff. Federal —enployees
nust ensure that government resources are used efficiently and
effectively to achieve intended program results. Resources nust
be used consistent with agency mssion, inconpliance with |aw
and regulation, and with-mnifml potential for waste, fraud, and
m smanagement :

To swpart results Oiented managenent, the Covernment _
Performance and Results Act (GPRA, P.L. 103-62) requires agencies
to devel op strater plans, set perfornmance goals, ggd repErt
annual |y on actual’ performance conpared to goals. t he"Federal
government inplenents this legislation, these plans and goals
shoul d be integrated into (i) the budget process, (ii) the
operational nmanagenent of agencies and prograns, and (iii) |,
accountability reporting to the public on performance results,

and on the integrity, efficiency, and effectiveness wth which
they are-achieved.

Managenment accountability is the expectation that nanagers are
responsible for the quality and tineliness of program
perfornance, increasing productivity, controlling costs and
mtigating adverse aspects of agency operations, and assuring

that prograns are nmanaged with integrity and in conpliance wth
appl i cable |aw. , ‘

Managenent controls Organization, policies, and procedures
are tools to help program and financial managers_achieve results
and safeguard the integrity of their prograns. Thi S Gircular
provi des gui dance on using the range of tools at the disposal of
agency manaGQers to achieve desired program results and neet the
requirenent6 of the Federal Managers' Financial Integrity Act

(SF |A referred to as the Integrity Act throughout this
ocunent).

FEramework  The inportance of management controls is addressed,
both explicitly and implicitly, in, rrang_ statutes and executive
documents. ThHe Federal Manaders Financial Integrity Act

97-255) establishes specific requirements with regard to

managenent controls. ~ The agency head nust establTsh controls'
that reasonably ensure that: (1) obligations and costs 'conply
with applicable law, (ii) assets are safeguarded against waste,
| oss, wunauthorized use or msappropriation, and (ili) revenues
and expenditure6 are properly recorded and accounted for.

US. C  3512(c)(l). In addition, the agency head annually nust

evaluate and report on the control and finangial tens t
protect the intggrity of Federal prograns. 51%0. 88 3512?%5(2)-
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4 Effective Date. This Crcular is effective upon issuance.

Further information concerning this Grcular
be obtained from the Mnagenent

n I st C
Federal Financial Managenment, o FicR0idrt WaRgBARnt CahbicBuddet
Washington, DC 20503, 202/395-6911.

6. Copies, Copies of this Grcular may be obtained by

t el ephoni ng the Executive Ofice of the President, Publication
Services., at 202/395-7332."

7 i This docunent is also accessible on the
U S. Departrreni Oi % '

merce's FedWwrld Network under the OB
Li brar yof Fil es.

nay

. he Telnet address for FedWrld via Internet is
" fedwor | d. " 0"
0 The Wrld Wde Wb address is

0 http://ww.fedworl d. gov/ftp. ht mtonb

For file transfer E:)ro ocol (FTP acceés the address is
|1 ftp://fwix.fedworld.gov/pub/ onb/ onb. htm'.

The tel ephone nunber for the FedWrld hel p desk is 703/ 487-4608

At t achment
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The Act enconpasses program operational, and admnistrative
areas as well as accounting and financial managenent.

| nstead of considering controls as an isolated managenent tool,
a?enm es should integrate their efforts to nmeet the requirenents
of the Integrity Act with. other efforts to inprove effectiveness
and accountabi||ty_h Thus, rranalgerrerflt clzontrols thouId be an
integral part of the entire cycle o ni ng; eting,
rranage[rentp, accounting, and .aﬁditi ng. P %ﬂey %hOUngSUpp%rt the
effectiveness and the integrity of every step of the process and .
provide continual feedback to nanagenent.

For instance, good managenment controls can assure-that
performance measures aré conplete and accurate. As ' another
exanpl e, the managenent control standard of organi zatl,?n,vvould
align staff and authority with the program Tresponsibilities to be
carried out, inprovi nq-_both effectiveness and accountability.
Simlarly, accountability for resources could be inproved by nore
closely "aligning budget accounts wth prograns and charging them
with all signifrcant resources used to produce the programs
outputs. and out comes. ‘

Meeting the requirements of the Chief Financial Oficers Act
(P.L. 101-576, as anended) should hel p-agencies both establish
and eval uate managenent controls. The Act requires the
"preparation and audit of financial statenents for 24 Federal
agencies. 31 US. C 901(b)., 3515. fn this process, auditors
report on internal controls and conpliance with laws and

regul ations. Therefore, the agencies covered by the Act have-a
clear opportunity both to inmprove controls over their financial
activities, and'to evaluate the controls that are in place.

The Inspector Ceneral Act (P..L. 95-452, as amended) provides for
I ndependent reviews of agency OPrograrrs and operations. Ofices
of Inspectors GCeneral (O G) and other external audit
organi zations frequently cite specific deficiencies-in nanagenent
controls and recommend opportunities for inprovenents. Agency
managers, Wwho are required by the Act to follow up on audit
recomendations, should use these reviews to identify and correct
problens resulting from inadequate, excessive, or poorly designed
controls, -and to build appropriate controls into new prograns.

Federal managers must carefully consider the aplprotp_rla_te bal ance
of controls Tn their prograns ‘and operations. Fulfilling
requirenments to elimnate regulations ("Elimupation of (ne-Half
of Executive Branch Internal” Regul ations" Executive Order
12861) should, reinforce to agency nanagers that too many controls
can result in inefficient and ineffective governnent, and
therefore that they nust ensure an appropriate bal apce be
too many controls and too few control's. Managers shoul

tbween
from controls, not be encumbered by them

enefit
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Agencv_lnplementation. Appropriate nanagenent controls should be
Integrated into each system established Y agency managenent }o
direct and é;m de its operations. A separate Mhanagenent “contro
process need not be instituted, parti cularly if Tts sole purpose

Is to satisfy the Integrity Act's reporting requirenents.

Agencies need to plan for how the requirements of this Grcular
wll be inplenented. Developing a witten strategy for internal
aﬁency use may help ensure that appropriate action is taken

t hroughout the year to neet the objectives of the Integrity Act;

The absence of such a strategy may itself be a serious nanagement.
control deficiency.

| dentifying and inmplenenting the specific procedures necessary to
ensure )éoo_ rranagenrrgnt contr%ls', ar?de _deterrﬁm ng how to eval uate

the effectiveness of those controls, is left to the discretion of
t he agency head. However, agencies should inplement and eval uate
controls W thout creating unnecessary processes, consistent wth
reconmendations nmade by-the National = Performance Review.

The President's Management Council, conposed of the ngjor
agenci es' chief operating officers has been, established to
foster governmentw de management changes(inplementing ‘

Managenent Reform in the Executive Branch,” Cctober 1, 1993).
Many " agencies are establishing their own senior managenent
council . often chaired by the a?ency's chief operating officer,
to address managenent accountability and related issues wthin
the broader context of agency operations. Relevant issues for
such a council include ensuring tbe agency's conmtnent to an
appropriate system of managenent controls; recomending to the
agency head which control deficiencies are sufficiently serious
to report in the annual, |ntefgr|ty Act report; and providing input
for the level and priority of resource needs to correct these
defici enci es. (See also Section Il of this Grcular.)

II. .Establishing management Controls

Definition of Minagenent Controls Managenment controls are the
organi zation, policies, and procedures used by agencies to
reasonably ensure that (i) programs achieve their intended
results;. (ii) resources are used consistent wth agencym ssion;
(iii) prograns and resources are protected from waste, fraud, and
m smanagenent; (iv) laws and regulations are followed;, and (V)

reliable and tinely information is obtained, maintained, reported
and used for decision nmaking.

Managenent controls, in the broadest sense, include the plan of
organi zation, methods and procedures adopted b%/ managenment to
ensure that its goals are met. Management controls Tinclude
processes for planni ng\, organi zing, directing, and controlling
program operations. subSet of Tmanagenent Controls are the
Internal controls used to assure that there is prevention or
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timely detection of unauthorized acquisition, use, or disposition
of the entity's assets.

Devel oping Managenent Controls, As Federal enployees develop and
execute strategies for irrPLerren ing? or, reengi neering agency
Program and operations, they should design”nanagenment ~structures
hat help ensure accountability for results. 'As part of this
process, agencies and individual Federal managers nust take
systematic and proactive neasures to devel op and I'FHI enment .
a?propriate, cost-effective nmnagenent controls. e expertise
0

t he .a(tqency CFO and I G can be valuable in'devel oping
appropriate controls. :

Managenment controls guarantee neither the success of agency
rograms, nor the absence of waste, fraud, and m snmanagenent, but
hey are a means of managi ng hhf) risk asso%l ated with Federal.
prograns and operations. ~ TO help ensure that controls are

apPro riate and cost-effective, agencies should consider the
extent and cost of controls relative to the inportance and risk
associated with a given program

standards. Agency nanagers shall incorporate basic management
controls in the strategies, plans, guidance 'and procedures that
govern their prograns and operations. Controls shall be
consistent with the follow ng standards, which are drawn_in large
part from the "Standards for Internal Control in the Federal
Governnent ," issued by the General Accounting office (GAO.

CGeneral nmanagenment control standards are

| Compliance '"Wth Law. Al program operations, obligations
and costs nust conply with applicable [aw and regulation;
Resources should be ‘efficiently and effectively allocated
for duly authorized purposes.

a Reasonabl e Assurance and Safeguards. Management controls
must provide reasonable assyrance that assets are
saf eguar ded against waste,. |oss, unauthorized use, and
m sappropriation.  Minagement controls devel oped for agency
prograns should be |ogical, applicable, reasonably conplete,.

and effective and effrcient in acconplishing managenent
obj ecti ves.

b Integrity, Conpetence, and-Attitude. Mnagers and enployees
must have personal int e?rlty and are obligated to support
the ethics prolgrams in theit agencies. The spirit of the
Standards of Ethical Conduct requires that they develop and
i mpl enent  effective managenent controls and maintain a |evel
of conpetence that allows them to acconplish their assigned
duties. Effective conmunication within and between offices
shoul d be encouraged.
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Speci fic managenment control standards are:

o Del egation of Authority and O ganization.. Mnagers shoul d
ensure that appropriate authority, responsibility and
accountability are defined and del egated to acconpl i sh the
mssion of the organization, and that an appropriate
organi zational structure is established to effecﬂ.velg carry
ouf program responsibilities. o the extent possible,
controls and related decision-naki n? authority should be in
the hands of |ine nmanagers and staff.

o Separation of Duties and supervision. Key duties and
responsibilities in authorizing, processing, recording, and

review ng official agencg transachdpns shaul d be separated
anong i ndividual's. ~Managers should exercise appropriate

oversight to ensure individuals do not exceed O abuse their
assigned authorities.

0 Access to and Accountability for Resources. AcCess to
resources and records should be limted to authorized
i ndividual s, and accountability for the custody and use of
resources should be assigned and mai ntai ned.

a Recordi ng and Docunentation Transactions should be _
promptly recorded, properly classified and accounted for in

order to prepare_timely accounts and reliable fipancial and
other reports. The documentation for transactions,

managenent controls, and other significant events nust be
clear and readily available for exam nation.

0 Resolution of Audit Findings and Qther Deficiencies.
Managers should pronptly evaluate and determne proper
actions in response to known deficiencies, reporteg audit
and other findings, and related recomendations. nagers
shoul d conplete, "W thin -established tineframes, all actions
that correct or otherwise resolve the appropriate matters

brought to managenents attention.

QG her policy documents may describe additional specific standards
for particular functional _or program activities. For exapple,
OMB Grcular No. A-127, "Financial Management Systens, scri bes
gove_rn_rrent-vm de requirenents for financial systens. The Federal
cquisition Regulations define requirements for agency
procurenment activities.

11, ASSESSING AND | MPROVING MANAGEMENT CONTRCLS

Ag*ency_rranagers should continuously monitor and inprove the
‘effectiveness. of nanagement controls associated with their
prograns. This continuous nonitoring, and other periodic



eval uations, shoul d provr de the basis for the agency head' s.

annual assessrrent of ‘and report gn managenent contr
re ui red ){ the Integrity ALt ety Hrfiagentht - Mot ¢°

eterm ne the a proprrate | evel of docunentatron needed to
support this assessnent

Sources of informtion The agency head' s assessment of

”?t?%gr”%tt gnontsroolrséegan i g%h%rﬁ’t rTﬁas us'rrnrgara Vraersp%t ¥| brIrt for
| | u

nmonitoring and assessrn contrors 8 ShOU¥d use other Sour ces.
as a supplenent to -- Mot a rep acenent for --its own judgment.

Sour ces of |nforrrat|on |ncI ude:

. Managenent know edge gained from the daily operation of.
agenCy prograns and Systens.

. l\/tanagenent reviews conducted 8 exlpressl)y for trt]e pur 0se
assessr ngesrranagenent contr for 0 poses

an_assessnent of rranagenent controls as a bhy- product of
the revi ew.

. TG and GAQ reports, inclu IH% audi ts, inspections ﬁvr ews,
i nvestigations, outcome o tlrne conplaints, or' ot

producCts.
Program eval uati ons.

Audits of financial- statenents conducted pursuant to the
Chief Financial Oficers Act, as amended, including:
information revealed in preparing the financial statements:
the auditor's reports on the f| ancral statenents i nt er nal

coptrols, and ¢ |ancg f | aws and ulations; and any
ot her rraterras pepare relating to the tatenents.

Reviews of financial systens which consi der whet her the
requirgments of OMB Grfcular No. A-127 are being met

Reviews of systems, and applrcat |_ons co nduct ed _ pur suant

fo
tgr\r/eB OOPBHFSF SeFurlt1%oACt"l\%nage 7nt(4(c))t F%d%rar In?orr?at?ro
esour ces.

Annual performance plans and reports ursuant to the
Covernment Performance and Resul'ts

Reports and other information provided by the Congressional
commttees of jurisdiction.

%Iher reviews or reports reI atr g to agency operatrons e.g.,

or the )art men a Services, . qual |
control reviews ot l[re l\/tadrcardq Ard to Famlrgs wrth

Dependent ChrIdren prograns
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use of a source of information should take into consideration
whet her the process included an evaluation of nanagement
controls. Agency managenment should avoid duplicating reviews
whi ch assess managenent controls, and should coordinate their
efforts with other evaluations to the extent practicable.

|f a Federal nanager determnes that there is insufficient
infornmation avail able %Pon whi ch to base an assessnent of
managenent controls, then appropriate reviews should be conducted
which will provide such a basis.

ldentification of Deficiencies, Agency managers and enployees
should identify deficiencies in nmanagement %P?trols from tPS
sources of information described above. A deficiency should be
reported if it is or should be of interest to the next |evel of
managenent. Agency enployees and managers Generally report
deficiencies to the next ‘supervisory level, which allows the
chain of command structure to determne the relative inportance
of each deficiency.

A deficiency that the agency head determnes to be significant
enough to be reported outside the aggncy (i.e. included in the
annual integrity Act report to the President and the Congress)
shal | be. considered a material weakness." This designation
requires a judgment by agency nanagers as to the relative risk
and significance of deficiencies. ~Agencies may wsh to use a
different term to describe less significant deficiencies, which
are reported only internally in an agency. In identifying and
assessing the relative inportance of deficiencies, particular
attention should 'be paid to the views of the agency's |G

Agencies should carefully consider whether systemc problens
exist that adversely affect managenent controls across _
organi zational or program lines. The Chief Financial Oficer
the Senior Procurenent Executive. The Senior IRM Oficial, and
~ the managers of other functional offices should be involved InN
i dentifying and ensuring correction of system c deficiencies
relating-to their respective functions.

Agency managers and staff should be encouraged to identify and
report deficiencies, as this 'reflects posifively on the dgency's

This Grcular's use of the term nmaterial weakness should not
be confused with use of the same term by governnent auditors to .
identify management control 'weaknesses which, in their opinion,
pose a risk or a threat to the internal control systens of an
audited entity; such as a program or operation. Auditors are
required to identify and report those types of weaknesses at any
level of operation or organization, even'if the management of the
audited entity would not report the weaknesses outside the agency.
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conmtment to recognizing and addressing nana?enent probl ens.
Failing to report a known deficiency would reflect adversely on
t he agency.

. Many agencies have found
that a senior managenent council is a useful forum for asaessing
and nonitoring deficiencies in nanagenent controls. T €
menber ship of such coun0|ls_generally i ncludes both line and
staff managenment; considerati'on shoufd be given to involving the
|G Such councils generally recomrend to the agency head-which
deficiencies are deened to be material to the agency as a whol e,
and should therefore be included in. the annual Integrity Act,
report to the President and the Congress. (Such a council need
not be exclusively devoted to nmanagement control issues.)
~process will help identify deficiencies that although mnor
individual ly, may constitute a material weakness in the
aggregate.” Such a counci | na¥ al so be useful in determning when
e

surficient action has been taken to declare that a deficiency has
been corrected.

I v. CORRECTING MANAGEMENT CONTROL DEFICENCES

Agency managers are responsible, for taking timely and effective
action to correct deficiencies identified by the variety of
sources discussed in Section IIl. Correcting deficiencies Is an

integnaI_Part of managenent accountability and nust be considered
a priority by the agency.

The extent to which corrective actions are tracked by the agency
should be commensurate with the severity of the deficiency.
Corrective action plans should be developed for all materia
weaknesses, and progress against plans should be periodicall
assessed and reported to agency managenent. Managenent should
track progress to ensure tinely and effective results. For
deficiencies that are not included in the Integrity Act report,
corrective action plans, should be devel oped and tracked
internally at the appropriate |evel

A determnation that a deficiency has been corrected should be
made only when sufficient, corrective actions have beentaken and
the desited results achieved. . This determnation should be in
witing, and along wth other appropriate docunentation, should
be avallable for Teview by approgglate officials. (See also role
of senior managenent council in Section Il1.)

As managers consider |G and GAO audit reports in identifying an
correcting management control deficiencies, they nust be mndfu
of the statutory requirements for audit follow up included in th
| G Act, as anended.. Under this |aw, managenent has a _

responsibility to conplete action, in a tinely manner, on audit
reconmendations on which agreement with the |G has been reached.
5 U S C Appendix 3. (Managenent nust make a decision regarding

d
I
e
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| G audit recomrendations within a six nnnhh Pgrkod and
i npl enent ati on-of rmanagement's decision shou e conpl et ed

within one year to the extent practicable.) Agency managers and

the |G share responsibility for ensuring that |G Act requirenents
are nmet.

V. REPORTI NG ON MANAGEMENT CONTRCLS

Reporting Pursuant to Section 2 31 US C 3512(d)(2) (commonly’
referred to as Section 2 of the Integrity Act) requires that, .
annual |y by Decenber 31, the head of ‘®ach” executive agency, submt
to the President and the Congress (i) a statenent on whet her
there i s reasonabl e assurance that the agency's controls are
“achieving their intended objectives; and (ii) a(ﬁﬁgort on .
mat eri al weaknesses in the agency's control nay provide
gui dance on the conposition of the annual report.

St at ement _of Assurance The statenent on reasonabl e

assurance represents the %gency head' s inforned judgnent as
to the overall adequacy and effectiveness of nmanagenent
controls within the agency. The statement nust take one of
the following fornms: ~statenent of assurance; qualified
statenent of assurance, considering the exceptions
explicitly noted;. or statenment of no assurance.

In deciding on the type of assurance to provide,. the agency
head shoul d consider information from the sources, descri bed
in Section Ill of this Grcular, with input from senior

ﬁr() ram and admnistrative officials and the |G The agency
ead nust describe the analytical basis for the type of
assurance being provided, and the extent to which agency
activities were assessed. The statement Of assurance must be
signed by: the agency head.

Report on Material \Waknesses The Integrity Act report

must include agency plans to correct the material weaknesses.
and progress agai nst those plans.

Reporting Pursuant to Section 4 31 US. C 3512(d)(2)(8)

(commonly referred to as Section; 4 of the Integrity Act requires
an annual statenment on whether the agency's financia% managenent
systens conformw th govennent wide requirenents. hese
financial Systens requirenents are presented in CWP OifMar NO.
A-127, "Financial Mnagenent Systens,"section 7. f the agency
does not conformwi th financial systens requirenments, the
statenment nust discuss the agency's plan6 for bringing its
systens into conpliance.

| f the agency head judges a deficiency in financial managenent
systens and/or operations to be material when wejghed agai nst
ot her agency deficiencies, the issue nust be included in the
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annual Integrity Act report in the sanme manner as other materia
weaknesses.

Dj.LLIJlu.LLQD_O.f_LDI_&QLI_ILAC.T_B%)éOLL The assurance statenents
and i1nfornmation related to both ctions 2 and 4 should be

provided in a single Integrity Act report., Copies of the report
are to be transmtted to the President; the President of the
Senate; the Speaker of the House of Representatives; the Drector
of OMB, and the Chairpersons and Ranking Menbers of the Senate
Commttee on Covernnental Affairs, the House Committee, on .
Governnent  Reform and Oversight, and the relevant authorizing and

appropriations committees and subcommittees. In addition,10 .
copies of the report are to be provided to OWB's Ofice of
Federal Financial Mnagenent, nagement Integrity Branch.

Agencies are also encouraged to make their reports available
el ectronically.

Streamlined Reporting The Governnent Managenent Reform Act
(GWRA) of 1994 (P.L. 103-356) permts OMB for fiscal years 1995
through 1997 to consolidate or adjust the frequency and due dates
of certain statutor% financial management reports ‘after ,
consultation with the Congress. ronpted the CFO Council to
recoomend to OVB a new approach towards financial nanagenent'
reporting-which could help integrate managenent initiatives.
This proposal is being pilot-tested by several agencies for FY,
1995.  Further information on the inplications of this initiative
for other agencies will be issued by OVMB after the pilot reports
have been evaluated. In the neantine, the reporting requirenments

outlined in this Grcular remain valid except for these agencies
identified as pilots by OWB. ‘

Under the CFO Council approach, agencies would consolidate
Integrity Act information with other performance-related
reporting into a broader "Accountability Report" to be issued
annual | y-by the agency head, This report would be issued as soon
as possible after the end of-the fiscal year, but no later than
March' 31 for agencies Rrodum ng audited financial statements and .
Decenber ,31 for all other agencies. ‘The proposed "A%countablllt¥
Report" would integrate the-following information: the Integrit
Act report, nmanagenent's Report on Final Action as required by
the 1G Act, the CFGs Act Annual Report (including audited
financial statenments), CGvil Mnetary Penalty and Pronpt Paynent
Act reports; and available information on agency perfornance

conpared to its stated goals and objectives, in preparation for
ing‘)errentation of the GFgRA

Government Corporation Section 306 of the Chief Financial
Oficers Act established a reporting requirenent related to
managenent controls for corporations covered by_the Governnent
Corporation and Control Act. 31 US.C. 9106. °These corporations
must submt an annual nanagement report to the Congress not |ater
than 180 days after the end of the corporation's fiscal year.



Manual Exhibit 5-19.11-A

This report nust include, anmong other itens, a statement on
control systens b?/] t he-head of the management of the corporation
consistent with the requirements of the Integrity Act.

ThE, Sonperati o0l S ohaYEedokg: PO IGHIT o §LI5 o e

managenent report when it is submtted to Congress.



